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PROVIDING ADEQUATE HOUSING: IS HUD 
FULFILLING ITS MISSION? 


WEDNESDAY, NOVEMBER 3, 1999 

House of Representatives, 

Subcommittee on Criminal Justice, Drug Policy, 

AND Human Resources, 
Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:10 a.m., in room 
2154, Rayburn House Office Building, Hon. John L. Mica (chair- 
man of the subcommittee) presiding. 

Present: Representatives Mica, Mink, Kucinich, and Tierney. 

Staff present: Sharon Pinkerton, staff director and chief counsel; 
Steve Dillingham, special counsel; Mason Alinger and Frank 
Edrington, professional staff members; Lisa Wandler, clerk; Cherri 
Branson, minority counsel; and Jean Gosa, minority staff assistant. 

Mr. Mica. I would like to call the Subcommittee on Criminal Jus- 
tice, Drug Policy, and Human Resources to order. 

This morning I would like to open with a statement and yield to 
other Members as they arrive, but we would like to proceed. We 
have a full agenda, two full panels. We will try to expedite the 
hearing as quickly as possible today. 

Today’s hearing before the Subcommittee on Criminal Justice, 
Drug Policy, and Human Resources will examine recent develop- 
ments at the Department of Housing and Urban Development. Spe- 
cifically, we will focus on changes in two HUD program areas. The 
first topic will be the Federal Housing Authority [FHA], Marketing 
and Management Program. The second topic will be HUD’s Com- 
munity Builders Program. As I pointed out to our subcommittee 
members, we do have oversight jurisdiction and investigation juris- 
diction over HUD, and I believe this is our first subcommittee hear- 
ing and probably our only one this year, so we will cover these two 
areas. 

As we examine changes that have occurred and problems that 
have arisen in these two programs, it is important to remember 
that program problems are not new at HUD. In fact, HUD has had 
the continuing distinction of being classified by the General Ac- 
counting Office [GAO], as being a department at which is termed 
“high risk.” 

The reasons that underlie this “high risk” designation by GAO 
are numerous and, of course, documented. They include a series of 
problems which are internal control weaknesses, unreliable infor- 
mation and management systems, organizational deficiency, and 
ineffective program monitoring and oversight, which is due, in part, 
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to staff with inadequate skills. Again, these are some comments 
and observations and determinations by the General Accounting 
Office. 

The seriousness of these deficiencies is magnified when you con- 
sider the scope of the Department’s responsibilities, which continue 
to multiply. FHA now insures about 6.5 million loans totaling over 
$400 billion. In fiscal year 1998, FHA paid out more than 76,000 
claims valued at almost $6 billion, and had more than 42,000 prop- 
erties in its inventory. HUD staff now includes approximately 
9,300 Federal employees, and its annual budget exceeds $26 bil- 
lion. This subcommittee needs to explore and know a little bit more 
about whether taxpayers are, in fact, getting the most for their tax 
dollars and whether housing needs for those who need these public 
housing assistance programs are being met. 

Today, we will examine changes regarding two HUD programs 
and attempt to learn whether recent changes have made things, in 
fact, better or worse. 

First, we will hear from witnesses on the topic of HUD’s Market- 
ing and Management Program, which replaced the Real Estate 
Asset Management Program. The new program contracts out criti- 
cal marketing and management responsibilities. We will try to find 
out why HUI) decided not to follow 0MB Circular A-76 in studying 
the costs and benefits of the program prior to implementing it. If 
a comprehensive study had been conducted, could current problems 
have been avoided? Is the program now working properly, or do 
risks continue? What needs to be done in light of the fact that the 
largest contractor. Intown, has filed for bankruptcy, apparently 
leaving others holding the bag? 

On March 29, 1999, HUD awarded 16 Management and Market- 
ing contracts to seven contractors for a 5-year value of about $927 
million, nearly $1 billion. The contractors manage nearly every as- 
pect of the property disposition, including acquiring and maintain- 
ing property, and marketing and selling it. The Office of Inspector 
General will testify today that HUD, in fact, and this is from their 
testimony, “did not adequately document or evaluate basic business 
decisions before executing these contracts.” 

We will also hear testimony that some properties are not being 
maintained as they should be, and some are not being disposed of 
efficiently. There are continuing reports of damage, vandalism, ne- 
glect and delay, probably also decay. Overall inventory has in- 
creased, and defaults are up. Why does this occur? Is there ade- 
quate incentive for contractors and subcontractors to protect and 
enhance property values? Should properties continue to be sold in 
a condition as is? 

A serious problem identified by the Office of Inspector General 
is that the contracts are not clear about how contractor costs will 
be reimbursed or whether penalties can be assessed for poor per- 
formance. This omission and lack of clarity reportedly results in 
needed repairs and maintenance being ignored. 

A major marketing and management failure is the recent experi- 
ence of the largest contractor. Intown. That contractor. Intown, suc- 
cessfully bid on and received 7 of 16 management contracts, cover- 
ing some 39 percent of HUD’s properties. The company’s recent 
bankruptcy filing has caused contractor liens to be placed on many 
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properties, creating serious financial and legal problems for both 
subcontractors and also for people in need of affordable housing. 
Why did one company get the lion’s share of the contracts and then 
go bankrupt within months? Is the problem being remedied? These 
are questions which I think this subcommittee must ask and which 
we must seek answers for today. 

Let me run this tape here. 

[Videotape played.] 

Mr. Mica. This is just one television account of some of the prob- 
lems that have occurred across the country. I saw a similar piece 
here in the District of Columbia because of some of the problems, 
the default situation and the condition of properties. We could play 
many of these tapes, as I said. This one was from Idaho. 

Our second topic today that we are going to address, briefly, is 
the controversial Community Builders Program. We want to look 
at specifically why the program was developed and implemented in 
the manner that it was, and what the successes and failures of that 
program are to date. Why wasn’t a comprehensive study conducted 
on the need for such a program when it was started, and how has 
that project developed to date? Those will be some of the questions 
we will ask. 

The Department claims to have relied upon recommendations 
from a 1994 consultant report performed by the National Academy 
of Public Administration in proposing the program. A clear reading 
of the NAPA report recommends that a small number of staff be 
assigned to State coordinators, and that experienced staff, “who can 
work well with community leaders” and “effectively across the com- 
plexity of HUD’s programs” be selected through a “merit system 
process.” That was their recommendation. 

How can this recommendation be misconstrued as justifying the 
hiring of hundreds of persons, persons lacking HUD knowledge and 
experience, outside of normal competitive merit system selection 
rules and procedures? Having chaired the Civil Service Subcommit- 
tee, I can tell you that I am aware of no one who envisioned the 
hiring of hundreds of individuals for this type of program relying 
on a minor revision in regulations governing the provision that we 
have in Civil Service for excepted service. I am very troubled that 
the Department chose to drive a Mack truck through a small regu- 
latory opening intended to provide some flexibility under unique 
hiring circumstances. I think we are up to 800 Community Build- 
ers in a program the size of some small agencies. 

In the recent fiscal year 2000 appropriations language. Congress 
is requiring that HUD conduct an open competition for these posi- 
tions and evaluate job applicants pursuant to normal hiring prac- 
tices in the future. 

Perhaps veterans’ preferences will now be properly evaluated 
and applied to new hires, as was not done originally, and happens 
to be one area that we have focused on. We were able in Civil Serv- 
ice to get some changes in the law, and now the law has been cir- 
cumvented. 

I am also very concerned about certain conflicts of interest and 
ethical lapses of some Community Builders, resulting in rep- 
rimands and employment terminations. Why would HUD allow fed- 
erally employed Community Builders to hold partisan elective of- 
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fices? Were these employees adequately briefed and assessed at the 
beginning of the hiring process? Hopefully, these deficiencies have 
been corrected. 

I am very pleased that the appropriators have attempted to cor- 
rect this situation, but I am uncertain that they have done enough. 
I will seek more assurances from HUD that further corrections 
have been made and that past irregularities in this program and 
hiring practices will not be repeated. I am awaiting the findings of 
the review of HUD’s personnel practices by the Office of Personnel 
Management, as requested by the Office of Inspector General. 

The concerns that I have outlined with these two programs raise 
a much broader issue that is very important to our subcommittee 
and to many others, including some of our witnesses today. 

Is HUD focusing on obtaining affordable homes for deserving 
people, or is it investing too much time, energy and money in pro- 
moting its image, and on an off-track agenda? HUD’s stated mis- 
sion is to, and let me quote from their mission statement, “promote 
adequate and affordable housing, economic opportunities, and a 
suitable living environment free from discrimination.” I think we 
will hear testimony today that brings into question HUD’s progress 
in promoting this mission. 

I am very concerned that millions of dollars have been unwisely 
expended on training and travel for temporary employees who will 
be leaving their positions soon. I am also concerned about the mil- 
lions of dollars devoted to HUD’s TV studio. I am also concerned 
that the Secretary is traveling 30 percent of his time, making pub- 
lic appearances across the Nation, while his Department continues 
to experience significant problems and to be, not as I have termed 
it, but as GAO has termed it, at risk for even more. 

I do not accept the Department’s response that public relations 
has not been a major factor in HUD’s operations and programs. An 
GIG audit found that a significant number of Community Builders 
state that they spend 50 percent or more of their time on public 
relations activities. 

Today, HUD has released the findings of the Ernst & Young 
analysis of the Community Builder Program, a study that was de- 
signed, funded and reviewed by HUD. The conclusions of the study 
indicate that Community Builders improved customer services and 
perceptions. 

The report also mentions expanded outreach, increased 
partnering, valuable experiences, and furtherance of strategic ob- 
jectives. While I realize that HUD prefers the terminology “cus- 
tomer relations” rather than “public relations” in describing Com- 
munity Builder roles, I think there is an obvious overlap of the two 
terms in this program. 

Furthermore, I am not persuaded that HUD should distinguish 
its employees with public trust responsibilities from Community 
Builders. I also fail to understand how HUD’s strategic goal of re- 
storing public trust is served by filling hundreds of positions with 
employees dedicated to improving HUD’s image and/or customer 
relations. It is my opinion that capable Federal employees with 
knowledge, training and experience in performing HUD business 
effectively and efficiently can, in fact, earn public trust. From what 
I see, a new public relations core may be, in fact, unnecessary. It 
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is also wasteful and harmful to employee morale, and, most impor- 
tantly, it drains significant personnel resources from HUD pro- 
grams that remain at risk. 

In conclusion, the Community Builders Program has been a topic 
of considerable controversy in the Department, in the press, and in 
Congress. On September 16, 1999, the Senate Appropriations Com- 
mittee reported, and again this is their report, “There is no valid 
evidence that these Community Builders are communicating HUD 
programs effectively or providing a link for the delivery of program 
services, and much of the activity seems to be primarily for public 
relations. In many cases, the Community Builders do not appear 
to act like HUD staff, but instead act in the capacity of lobbyists 
for a particular community or group.” Again, not my comment, but 
the Senate appropriations report. 

Because of these concerns, appropriations conferees mandated 
that the existing Community Builders Program with temporary fel- 
lows is to terminate effective September 1, 2000. Any functions 
now being performed by the Community Builders fellows will be 
carried out by regular Civil Service employees. I hope that mean- 
ingful lessons have been learned from this unfortunate and sad 
chapter in HUD’s history and will not be repeated again. 

I would like to thank our witnesses for appearing today, some of 
whom have traveled at a great distance with personal sacrifice, and 
I look forward to hearing from each of you as we explore how best 
we can meet our Nation’s critical housing needs and ensure a maxi- 
mum return on our Nation’s precious tax dollars. 

With that background and those opening remarks, I am pleased 
to yield to our ranking member, the gentlewoman from Hawaii. 

[The prepared statement of Hon. John L. Mica follows:] 
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OPENING STATEMENT 
Chairman John L. Mica 

Subcommittee on Criminal Justice, 

Drug Poliey and Human Resources 
Novembers, 1999 
Hearing; 

“Changes at HUD: Promoting Home Ownership or Agency Image?" 


Today's hearing before the Subcommittee on Criminal Justice, Drug 
Policy and Human Resources will examine recent developments at the 
Department of Housing and Urban Development (HUD). Specifically, we 
will focus on changes in two HUD program areas. The first topic will be the 
Federal Housing Authority (FHA) Marketing and Management Program. 
The second topic will be HUD's Community Builders Program. 

As we examine changes that have occurred and problems that have 
arisen in these two programs, it is important to remember that program 
problems are not new to HUD. In fact, HUD has the continuing distinction 
of being classified by the General Accounting Office (GAO) as being a 
department at "High Risk." 

The reasons that underlie this "High Risk" designation by GAO are 
numerous and documented. They include: internal control weaknesses, 
unreliable information and manaeement systems, organizational 
deficiencies , and ineffective program monitoring and oversight, which is 
due, in part, to staff with inadequate skills. 

The seriousness of these deficiencies is magnified when you consider 
the scope of the department's responsibilities, which continue to multiply. 
FHA now insures about 6.5 million loans totaling over $400 billion. In 
FY1998, FHA paid more than 76,000 claims valued at almost $6 billion, and 
had more than 42,000 properties in its inventory, HUD staff now includes 
approximately 9,300 federal employees and its annual budget exceeds $26 
billion. This Subcommittee needs to know whether taxpayers are getting the 
most from their tax dollars, and whether housing needs are being met for 
those in need. 

Today we will examine changes regarding two HUD programs, and 
attempt to leam whether recent changes have made things better or worse. 

First, we will hear from witnesses on the topic of HUD's Marketing 
and Management Program, which replaced the Real Estate Asset 
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Management program. The new program contracts out critical marketing 
and management responsibilities. 

Why did HUD decide not to follow OMB Circular A-76 in studying 
the costs and benefits of the program prior to implementing it? If a 
comprehensive study had been conducted, could current problems have been 
avoided? Is the program now working properly or do risks continue? What 
needs to be done in light of the fact that the largest contractor, Intown, has 
filed for bankruptcy, apparently leaving others holding the bag? 

On March 29, 1999, HUD awarded 16 Management and Marketing 
contracts to seven contractors for a five-year value of about $927 million. 
The contractors manage nearly every aspect of the property disposition — 
including acquiring and maintaining property, and marketing and selling it. 
The Office of Inspector General will testify today that HUD “did not 
adequately document or evaluate basic business decisions before executing 
these contracts.” We will hear testimony that some properties are not being 
maintained as they should be, and some are not being disposed of efficiently. 
There are continuing reports of damage, vandalism, neglect and delay. 
Overall inventory has increased, and defaults are up. Why does this occur? 
Is there adequate incentive for contractors and subcontractors to protect and 
enhance property values? Should properties continue to be sold “as is”? 

A serious problem identified by the Office of Inspeetor General is that 
the contracts are not clear about how contractor costs will be reimbursed or 
whether penalties can be assessed for poor performance. 

This omission and lack of clarity reportedly results in needed repairs 
and maintenance being ignored. 

A major Marketing and Management failure is the recent experience 
of the largest contractor, Intown. Intown successfully bid on and received 7 
of 16 Management contracts, covering some 39 percent of HUD's properties. 
The company's recent bankruptcy filing has caused contractor liens to be 
placed on many properties, creating serious financial and legal problems for 
subcontractors and people in need of affordable housing. Why did one 
company get the lion’s share of the contracts and then go bankrupt within 
months? Is the problem being remedied? These are questions for which we 
will seek answers today. 

[Let us watch a minute or two of recent televised accounts of some of 
the problems that have occurred across the country.] 

Our second topic today relates to the controversial Community 
Builders Program. Why was the program developed and implemented in 
sueh a questionable manner that it appeared destined to fail? 
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Why wasn't a comprehensive study conducted on the need for such a 
program and how it should be developed? 

The department claims to have relied upon recommendations from a 
1994 consultant report performed by the National Academy of Public 
Administration (NAPA) in proposing the program. A clear reading of the 
NAPA report (see page 21) recommends that a small number of staff be 
assigned to state coordinators, and that experienced staff "who can work 
well with community leaders" and "effectively across the complexity of 
HUD's programs" be selected through a "merit system process." 

How can this recommendation be misconstmed as justifying the 
hiring of hundreds of persons — persons lacking HUD knowledge and 
experience —outside of normal competitive merit system selection 
procedures? Having chaired the Civil Service Subcommittee, I can tell you 
that I am aware of no one who envisioned the hiring of hundreds of 
"fellows" for this type of program relying on a minor revision in regulations 
governing the "excepted service". 1 am very troubled that the department 
chose to drive a Mack truck through a small regulatory opening intended to 
provide some flexibility under unique hiring circumstances. 

In the recent FY2000 Appropriations language, Congress is requiring 
that HUD conduct an open competition for these positions and evaluate job 
applicants pursuant to normal hiring practices in the future. 

Perhaps veteran's preferences will now be properly evaluated and 
applied to new hires, as was not done originally. 

I also am very concerned about certain conflicts of interest and ethical 
lapses of some Community Builders, resulting in reprimands and 
employment terminations. Why would HUD allow federally employed 
Community Builders to hold partisan elective office? Were these employees 
adequately briefed and assessed at the beginning of the hiring process? 
Hopefully these deficiencies have been corrected. 

I am very pleased that appropriators have attempted to correct this 
situation, but I am unsure that they have done enough. I will seek more 
assurances from HUD that further corrections have been made and that past 
irregularities will not be repeated. I am awaiting the findings of the review 
of HUD's personnel practices by the Office of Personnel Management 
(0PM), as requested by the Office of Inspector General. 

The concerns that I have outlined with these two programs raise a 
much broader issue that is important to this Subcommittee and to many 
others, including some of our witnesses today. 
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Is HUD focusing on obtaining affordable homes for deserving people, 
or is it investing too much time, energy and money in promoting its image? 

HUD's stated mission is to; "Promote adequate and affordable 
housing, economic opportunity, and a suitable living environment free 
from discrimination. " I think we will hear testimony today that brings into 
question HUD's progress in promoting this mission. I am very concerned 
that millions of dollars have been unwisely spent on training and travel for 
temporary employees who will be leaving their positions soon, I am 
concerned about the millions of dollars devoted to HUD's TV studio. I am 
also concerned that the Secretary is traveling 30% of his time making public 
appearances across the nation while his department continues to experience 
significant problems and to be "at risk" for even more. 

I do not accept the department's response that public relations has not 
been a major factor in HUD operations and programs. An OIG audit found 
that a significant number of Community Builders state that they spend 50% 
or more of their time on public relations activities. 

Today HUD has released the findings of the Ernst & Young analysis 
of the Community Builder Program, a study that was designed, funded and 
reviewed by HUD. The conclusions of the study indicate that Community 
Builders improved customer services and perceptions. 

The report also mentions expanded outreach, increased partnering, 
valuable experiences and furtherance of strategic objectives. \^ile I realize 
that HUD prefers the terminology "customer relations" rather than "public 
relations" in describing Community Builder roles, I think there is an 
obvious overlap of the two terms in this program. 

Furthermore, I am not persuaded that HUD should distinguish its 
employees with public trust responsibilities from Community Builders. I 
also fail to understand how HUD’s strategic goal of restoring public trust is 
served by filling hundreds of positions with employees dedicated to 
improving HUD's image and/or customer relations. It is my opinion that 
capable Federal employees with knowledge, training, and experience in 
performing HUD business effectively and efficiently can earn public trust. 
From what I see, a new public relations corps is unnecessary. It is also 
wasteful and harmful to employee morale. Most importantly, it drains 
significant personnel and resources from HUD programs that remain at risk. 

In conclusion, the Community Builders program has been a topic of 
considerable controversy in the department, in the press, and in Congress. 

On September 16, 1999, the Senate Appropriations Committee 
reported; “. ..there is no valid evidence that these community builders are 
communicating HUD programs effectively or providing a link for the 
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delivery of program services, and much of the activity seems to be primarily 
for public relations. In many cases, the Community Builders do not appear 
to act like HUD staff, but instead seemingly act in the capacity of lobbyist 
for a particular community or group.” 

Because of these concerns, appropriations conferees mandated that the 
existing Community Builders program with temporary fellows is to 
terminate effective September U‘, 2000. Any functions now being 
performed by the Community Builders Fellows will be carried out by regular 
civil service employees. I hope that meaningful lessons have been learned 
from this sad chapter in HUD's history and will not be repeated. 

I would like to thank our witnesses for appearing today, some of 
whom have traveled at great distance and with personal sacrifice. I look 
forward to hearing from each of you as we explore how we can best meet 
this nation's critical housing needs, and ensure a maximum return on our 
nation's precious tax dollars. 
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Mrs. Mink. Thank you very much, Mr. Chairman. I would like 
to also join with you in welcoming the panelists that have been 
called to examine these two areas that the chairman has so care- 
fully outlined as problem areas that he feels oversight responsibil- 
ity in examining. And while I agree certainly that we do have that 
responsibility to make sure that the programs that are imple- 
mented by all of the executive departments are working well and 
have consistent missions that relate to their statutory functions, in 
both of these cases today I raise some of my own personal qualms 
about the necessity of pursuing these issues. 

In the first place, the full Committee on Government Reform not 
too many months ago conducted a hearing about the whole matter 
of the foreclosures and the management of the properties under 
foreclosure, the long-term possession by the HUD department, and 
the failure to put these properties out to market in a reasonable 
length of time. And it seemed to me that as an outcome of that 
hearing, that much was said, and the Department, I thought, re- 
sponded to the questions of the chairman of the full committee 
quite adequately. 

We are placing on the department a huge responsibility to be 
able to balance the demands of efficiency and also productivity and 
to assure against loss of public funds in this whole program of 
mortgages and foreclosures and management. As a matter of deep- 
ly held personal commitment, I generally do not support the notion 
of privatizing what I consider to be functions that government 
could very well perform adequately, and it seems to me that this 
whole idea of property management is one area in which HUD 
could have retained responsibility. But given the huge hue and cry 
about the management program, I can see why HUD felt compelled 
under the demands for reform and change and responding to criti- 
cism, opening up a whole new area of privatization. And now that 
they have done that, responded to the private cry — the public cry 
for privatization, it seems a bit hasty to now fall upon the Depart- 
ment for having retained someone who totally failed, as a private 
contractor, from performing its responsibilities. 

I think that the Department should answer the questions as to 
the propriety of this particular contract, and why the contractor 
was selected, and how it performed, and why the contract was ter- 
minated. I think those are reasonable questions. But the whole con- 
cept of challenging the government’s decision to privatize because 
of one failure I think is a bit premature and certainly something 
that I don’t fall readily to, basically because I really don’t like the 
whole idea of privatization in the first place. But having done that, 
it seems to me that the government has done, in this case, a fairly 
reasonable job in making sure that there was reasonable value per- 
formed by the contractor. 

On the matter of the community development — developer or 
Community Builders Program, again, in the years that I have been 
in Congress, there has always been a hue and cry by the Congress 
and others in the public that the Department needed to find ways 
in which to respond to the public criticism of connecting its major 
responsibilities to the public so that the public would have a better 
understanding of what its functions were, and we have demanded, 
in fact insisted, that the Department look for ways to revise its 
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functioning, to reform its general mission and the way in which its 
responsibilities were being conducted. So, here is an initiative 
which the Department has embarked upon, and now it is being 
mercilessly criticized for failures to conform to the expectations of 
the public. 

Now, I personally have some views and conclusions that I have 
made about this initiative, but I certainly don’t fault the Depart- 
ment for having moved in this direction. 

I am pleased that, and hopefully, with the decisions made by our 
appropriators in terms of revision of this program, I hope that the 
criticism has now been put to rest, and we can analyze it from the 
viewpoint of whether any substantial advantages have been devel- 
oped as a result of the implementation of this program. I have been 
advised that, yes, there have been some substantial improvements 
to the overall conduct of the Department because of the Commu- 
nity Builders participation in implementation of the Department’s 
mission. 

So yes, I look forward to the panelists, Mr. Chairman, today to 
elucidate on both of these issues. I must say in advance, next door 
my Committee on Education and the Workforce is having a markup 
on four bills, and I may have to drift in and out, and I apologize 
if I am called to vote next door. Thank you very much. 

Mr. Mica. Thank you. 

I recognize the gentleman from Massachusetts Mr. Tierney. 

Mr. Tierney. Thank you, Mr. Chairman. 

I really have nothing to add to the remarks that have previously 
been made, except to also say that I am on the same committee as 
Mrs. Mink, and that you may find me coming in and out to vote 
on the markup over there, but I would prefer, if we could, to get 
on with the witnesses and thank them all for sharing their time 
and thoughts with us this morning. Thank you. 

Mr. Mica. Thank you. 

Mr. Kucinich, would you like to make an opening statement? 

Mr. Kucinich. I just want to join my colleagues in welcoming the 
witnesses and particularly those who are serving the Department 
of Housing and Urban Development, thanking them for the work 
that they do, and I look forward to working with you. 

Mr. Mica. Thank you, Mr. Kucinich. 

Let me just say as I introduce our first panel that we did, in fact, 
on March 23rd hold a full committee meeting on the question of 
Marketing and Management Programs. It is my understanding, 
just for the record, that, in fact. Intown Properties won a contract 
in March to manage and market a $367 million program. Since 
that time. Intown, as I stated, has filed for bankruptcy, so that has 
occurred since then; in fact, on September 22nd. Since then, the 
press has exposed and others have found that the contractor that 
HUD contracted with was a convicted felon with a string of and 
histories of bankruptcies. 

So I think our subcommittee is moving in a proper fashion of 
oversight and investigations to see how that contract got in that 
situation, what is going on with this program. Community Builders 
has been battered around. We have put off a hearing, and the Sen- 
ate has gone before us and appropriators. But we still have an obli- 



13 


gation to look at what has happened there and how that program 
will be phased down or replaced. 

With those comments, let me introduce our first panel of wit- 
nesses. You will have to help me with the name here. Ms. Kathy 
Kuhl-Inclan. Ms. Kathy Kuhl-Inclan is Assistant Inspector General 
for Audit of the Department of Housing and Urban Development; 
Ms. Joyce Gibson is a spokeswoman from Chicago, IL, for the Coa- 
lition for Accountability; and Ms. Cheryl Peterson is a homeowner 
from Boise, ID. We also have the Honorable William Apgar, who 
is the Assistant Secretary for Housing with the Department of 
Housing and Urban Development. 

I would like to welcome all of our witnesses. We are an investiga- 
tions and oversight subcommittee of Congress. We do swear in our 
witnesses, so if you would stand to be sworn. 

[Witnesses sworn.] 

Mr. Mica. Let the record reflect that the witnesses answered in 
the affirmative. 

I would like to again welcome our panelists. I think what we are 
going to do is, we have had you sworn, take about a 15-minute re- 
cess, run to the floor, vote and come back. So if you will excuse us 
for about 15 minutes, we will vote and then return. This sub- 
committee will stand in recess. 

[Recess.] 

Mr. Mica. I would like to call the Subcommittee on Criminal Jus- 
tice, Drug Policy, and Human Resources back to order. 

Our first agenda item again is panel one, and deals with the 
Marketing and Management Program. I have introduced our wit- 
nesses, so we will go directly to Ms. Kathy Kuhl-Inclan, who is As- 
sistant Inspector General for Audit with the Department of Hous- 
ing and Urban Development. I did swear you in, and I also will ad- 
vise each of our witnesses that if you have lengthy statements or 
documentation or reports that you would like made a part of the 
record, if you will just request that, and by unanimous consent, we 
will include as much as possible of that information in the record. 

So with that, we will recognize the Assistant Inspector General 
for Audit with HUD. Welcome, and you are recognized. 

STATEMENTS OF KATHY KUHL-INCLAN, ASSISTANT INSPEC- 
TOR GENERAL FOR AUDIT, DEPARTMENT OF HOUSING AND 

URBAN DEVELOPMENT; JOYCE GIBSON, SPOKESWOMAN, CO- 
ALITION FOR ACCOUNTABILITY; CHERYL PETERSON, HOME- 

OWNER, BOISE, ID; AND WILLIAM APGAR, ASSISTANT SEC- 
RETARY FOR HOUSING, DEPARTMENT OF HOUSING AND 

URBAN DEVELOPMENT 

Ms. Kuhl-Inclan. Thank you. Chairman Mica and other mem- 
bers of the subcommittee, I appreciate the opportunity to appear 
before you today to discuss the Management and Marketing con- 
tracts for HUD’s property disposition activities. 

On September 17, 1999, our Southeast/Caribbean District issued 
a comprehensive audit of HUD property disposition activities enti- 
tled, “Nationwide Internal Audit of Federal Housing Administra- 
tion’s Single-Family Property Disposition Program.” When we 
began this review, plans for contracting out property disposition ac- 
tivities were still under discussion. By the end of our audit, the 
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M&M contracts, as they have been called, had been awarded, but 
had not yet been started. 

I want to make it clear that we have not audited the current 
Management and Marketing contracts. We made a conscious deci- 
sion to hold off on any detailed audit work until the M&M con- 
tracts had sufficient time to get up to speed. We believe that suffi- 
cient time has elapsed, and we plan to begin that audit this month. 

We did have an opportunity to review the M&M contracts and 
the contracting monitoring policies toward the end of our property 
disposition audit. We also looked at the M&M contracts in an audit 
of the departmental procurement activities earlier in the year. Our 
property disposition audit noted that while the M&M contracts and 
contract monitoring policies were comprehensive, there were some 
areas in need of improvement. Contracts did not contain sufficient 
information regarding FHA’s reimbursement to contractors for 
property repair costs or monetary penalties for contractor non- 
compliance. 

In addition, the new Contracting Monitoring Manual did not pro- 
vide comprehensive guidance to review and approve reimburse- 
ments of repair costs, conduct contract risk assessments, and docu- 
ment monitoring results. We thought clarity and consistency in ap- 
plying this policy was needed, and I would like to add that the 
HUD staff agreed with us almost immediately and indicated that 
they would make these changes to their policies. 

Our recent internal audit followup review of HUD contracting 
was dated September 30th and examined the contracting actions 
leading up to the M&M contracts. The Department carried out this 
procurement action without conducting an 0MB Circular A-76 cost 
comparison to determine if contracting out was warranted. While 
these M&M contracts were at an anticipated cost of $927 million 
over the next 5 years, the Department believed that a cost compari- 
son was not legally required. We disagreed. The supplement to Cir- 
cular A-76 states that the circular is not designed to simply con- 
tract out; rather it is designed to balance the interests of the par- 
ties in a make or buy cost comparison, provide a level playing field 
between public and private offerors to competition, and encourage 
competition and choice in the management and performance of 
commercial activities. 

The Department stated that there is no requirement to conduct 
an A-76 review if the contract is not affecting more than 10 HUD 
employees. Additionally, it said that it is the program office’s re- 
sponsibility to evaluate all the procurement activities and the con- 
tracting office’s responsibility to ensure that once the decision is 
made, that the award is carried out efficiently. We believe the Of- 
fice of Procurement and Contracts needs to be more involved. 

We reviewed the implementation and pre-award files for the 
M&M contracts. Prior to award, these kinds of functions were han- 
dled by a combination of HUD staff and the Real Estate Asset 
Managers [REAM], contractors. Even though these procurements 
have a 5-year spending authority of almost $1 billion, and the con- 
tractors will have substantial control over HUD’s multibillion-dol- 
lar single-family property inventory, the Office of Housing did not 
adequately document or evaluate basic business decisions before 
executing these contracts. Instead of preparing an A-76 cost study. 



15 


the Office of Housing requested a determination from the Chief Fi- 
nancial Officer that a study was not technically required. The 
memorandum did not explain Housing’s intent to contract out the 
entire process at the cost of almost $200 million a year. 

The CFO did agree with Housing that since the Department was 
not reducing staff, the study was not required, but that didn’t 
make sense to us, because of all of the downsizing and the restruc- 
turing of the Department that had been done and was being con- 
sidered. 

In addition to the absence of a cost analysis for the M&M pro- 
curement, we questioned the Department’s examination of the fi- 
nancial and operational capacity of the bidders. Intown Manage- 
ment Group was awarded contracts comprising almost 40 percent 
of HDD’s work, making Intown one of the largest property man- 
agers in the country. We asked contracting staff if they considered 
Intown’s financial capacity to manage such a large contract. We re- 
viewed the summary of negotiations and technical evaluation re- 
ports and did not see a discussion of their capacity. The staff indi- 
cated that these matters were discussed, and it was determined 
that the Intown had sufficient financing. 

During negotiations. Intown reduced its original bids from $565 
million to $367 million. That is a 30 percent drop. Revised best 
pricing schedules provided by Intown during the negotiation proc- 
ess may have been overly ambitious. In fact. Intown’s estimated 
costs would actually decrease due to improved efficiencies. By con- 
trast, staff stated that Intown had the highest technically rated 
proposal and believed the negotiation process evidenced HDD’s in- 
terest in procuring the best value. 

When we completed our field work in August 1999, Intown had 
sold only 2.8 percent of its assigned inventory. M&M contracts re- 
ceive 30 percent of the fees when properties are listed and the re- 
maining 70 percent when properties are sold. Consequently, there 
was a concern that Intown would not be able to adequately main- 
tain the 20,000 HDD properties assigned to them without the reve- 
nues it generated from property sales. 

On September 23rd, HDD announced it had terminated the 
M&M contract with Intown Management Group. We hope that 
those contractors remaining can manage this large workload that 
is left. We anticipate a report from our upcoming audit in about 6 
months, and we will be happy to keep you apprised. Thank you. 

Mr. Mica. Thank you. 

[The prepared statement of Ms. Kuhl-Inclan follows:] 
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Statement of 

Kathryn Kuhl-Inclan, Assistant Inspector General for Audit 
U.S. Department of Housing and Urban Development 
November 3, 1999 

Before the Subcommittee on Criminal Justice, Drug Policy and Human 

Resources 

U.S. House of Representatives 


Management and Marketing Contracts for Seal Estate Owned Activities 


Chairman Mica, Ranking Member Mink, and other Members of 
the Subcommittee, I appreciate the opportimity to appear before you today 
to discuss the Management and Marketing (M&M) Contracts for HUD’s 
property disposition activities. On September 17, 1999, our Southeast/ 
Caribbean District issued a comprehensive audit of HUD property 
disposition activities titled: “Nationwide Internal Audit of Federal Housing 
Administration’s (FHA) Single-Family Property Disposition Program” 
When we began this review, plans for contracting out property disposition 
activities were still under discussion. By the end of our audit, the M&M 
contracts had been awarded but not yet started. 

I want to make it clear that we have not audited the current 
Management and Marketing (M&M) Contracts. At the time of our 
property disposition audit, HUD had more than 350 contracts nationwide 
with Real Estate Asset Mangers (REAMs). The M&M concept was an 
effort to move to fewer and larger contracts that would require less contract 
monitoring staff. We have been tracking the progress of the property 
disposition contracting efforts through periodic management reports and 
discussions with program staff. We made a conscious decision to hold-off 
on any detailed audit work until M&M contractors had sufficient time to get 
up to speed. We believe that sufficient time has elapsed and we will begin 
our audit later this month. 

We did have an opportunity to review the M&M contracts and the 
contract monitoring policies towards the end of our property disposition 
audit. We also looked at the M&M contracts in a separate review of 
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Departmental Procurement earlier this year. I’ll comment on both audits in 
a moment, but first let me give some background on the property 
disposition program. The following information is from HUD’s Single 
Family Acquired Asset Management System. During fiscal year 1999, 

HUD sold about 62,000 properties and about 51,000 properties remain in 
inventory at year end. For Fiscal Year 1999, HUD’s average acquisition 
cost was 585,934. It took an average of 201 days to sell each property. The 
average sales price was $63,791 and all the costs incurred between 
acquisition and sale averaged $9,749. The average loss on each property 
was $31,892. 

During our property disposition review, property inventories 
increased by 71% from 24,800 properties at the end of fiscal year 1996 to 
42,300 properties at the end of our audit period in February 1999. Much of 
this growth was attributable to an overwhelmed HUD staff. We found that 
staff shortages, inexperienced staff, a growing workload, and limited travel 
funds prevented program staff from effectively overseeing their activities. 
Further complicating the problem was FHA’s expectations that the M&M 
contracts would be operational by October 1998. These problems were 
costly to the Department. FHA’s goals to sell properties at 98% of 
appraised value in an average of 150 days were not being met. If FHA had 
attained these goals, the insurance fund would have taken in an additional 
$269 million in Fiscal Years 1997 through 1998. 

I might add, the current inventory has grown to 5 1 ,5 1 6 properties at 
the end of September 1999. Much of this jump in inventory is attributable 
to the inability of one contractor, Intown Properties, to promptly list and sell 
properties. As you know, Intown’s contract was terminated in September 
1999. Intown was awarded 7 of the 16 M&M contracts. These seven 
contracts accounted for approximately 40% of the property disposition 
workload. Most of Intown’s workload was turned over to other M&M 
contractors and in two locations, to HUD staff. 

Our property disposition audit noted that while the M&M contracts 
and contract monitoring policies were comprehensive, there were some 
areas in need of improvement. Contracts did not contain (1) sufficient 
information regarding FHA’s reimbursement to contractors for property 
repair costs, or (2) monetary penalties for contractor noncompliance. In 
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addition, the new contract monitoring manual did not provide 
comprehensive guidance to review and approve reimbursement of repair 
costs, conduct contract risk assessments, and document monitoring results. 
Clarity and consistency in applying policy is needed to prevent contractor 
noncompliance and abuse. 

Our recent “Internal Audit Follow-up Review of HUD Contracting”, 
dated September 30, 1999, examined the contract actions leading up to the 
M&M awards. The Department carried out this procurement action without 
conducting an 0MB Circular A-76 cost comparison to determine if 
contracting out was warranted. While these M&M contracts were 
anticipated to cost $927 million over the next five years, the Department 
believed that a cost comparison was not legally required. We disagreed. 

The Supplement to Circular A-76 states that the Circular is not designed to 
simply contract out, rather, it is designed to balance the interests of the 
parties in a make or buy cost comparison; provide a level playing field 
between public and private offerors to competition; and encourage 
competition and choice in the management and performance of commercial 
activities. 

The Department stated that there is no requirement to conduct an 
A-76 review if the contract is not affecting more than 10 HUD employees. 
Additionally, it said that it is the program office’s responsibility to evaluate 
all of the procurement alternatives, and the contracting office’s 
responsibility to ensure that once the procurement decision is made that the 
award is carried out efficiently. We believe the Office of Procurement and 
Contracts needs to be involved much earlier in the contract process. 

We reviewed the implementation and pre-award files for the M&M 
contracts. Prior to the awards, these functions were handled by a 
combination of HUD staff and REAM contractors nationwide. Even though 
these procurements have five year spending authority of approximately $1 
billion and the contractors have substantial control of HUD’s multi-billion 
dollar single family inventory, the Office of Housing did not adequately 
document or evaluate basic business decisions before executing these 
contracts. Instead of preparing an A-76 cost study, Housing requested a 
determination from the Chief Financial Officer (CFO) that a study was not 
technically required. The memorandum did not explain Housing’s intent to 
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contract out the entire process at a cost of about $200 million annually. The 
CFO agreed with Housing that, since the Department was not reducing staff, 
the study was not required. This rationale is particularly questionable given 
all the downsizing and restructuring that had been and was being considered 
by the Department. 

The National Academy of Public Administration, which recently 
complimented HUD for its procurement reforms, stated “HUD must have 
performance standards and operating principles for the new model 
procurement system that are based on sound business principles and 
replicate best practices in government agencies and private sector firms.” 
We believe the decision not to conduct an A-16 study is contrary to these 
principles. 

In addition to the absence of a cost analysis for the M&M 
procurement, we questioned the Department’s examination of the financial 
and operational capacity of bidders. Intown Management Group was 
awarded contracts comprising 40% of HUD’s work, making Intown one of 
the largest property managers in the country. We asked contracting staff if 
they considered Intown’s financial capacity to manage such a large contract. 
We reviewed the summary of negotiations and technical evaluation reports 
and did not see a discussion of capacity. The staff indicated these matters 
were discussed and it was determined that Intown had sufficient financing 
to manage these contracts. 

During negotiations Intown reduced its original bids from $565,5 
million to $367 million, a 30 percent drop. Revised best pricing schedules 
provided by Intown during the negotiation process may have been overly 
ambitious, as they did not account for any cost increases over the five year 
life of the contract, which included employee costs. In fact, Intown’s 
estimated costs would actually decrease due to improved efficiency and 
reduced overhead and profit. HUD Contract staff stated that Intown had the 
highest technically rated proposal, and believed the negotiation process 
evidenced HUD’s interest in procuring the best value. 

Our analysis of acquired property inventory reports from the Single 
Family Acquired Management System showed that there was a large 
increase in property inventories during the first four months of the M&M 
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contract. While all of the contractors seemed to be having performance 
difficulties. Intown’s lack of performance stood out from other large 
contractors. 



April 

Inventory 

August 

Inventory 

Inventoiy 

Increase 

(%) 

Intown 

10,540 

20,150 

91% 

Goldenfeather 

10,542 

14,370 

36% 

First Preston 

4,082 

6,911 

69% 

Citiwest 

871 

1,324 

52% 

Totals 

26,035 

42,755 

64% 


Number of Properties 



When we completed our fieldwork in August 1999, Intown had sold only 
2.8 percent of its assigned inventory. M&M contractors receive 30 percent 
of their fees when properties are listed and the remaining 70 percent when 
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they are sold. Consequently, there was a concern that Intown would not be 
able to adequately maintain the 20,000 HUD properties assigned to them 
without the revenues generated from property sales. 

On September 23, 1999, HUD announced it had terminated 
Management and Marketing contracts with Intown Management Group. I 
recently read a news article which quoted an Intown employee as saying 
that the Government had “unsound and insane expectations” of this contract 
and that it was designed to fail. We hope those contractors remaining can 
manage this large workload. We anticipate a report from our upcoming 
audit in about six months and we will be happy to keep you apprised of our 
findings. 
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Finding 3 


Controls Over M&M Contracts Need 
Strengthening 

HUD’s new M&M contracts and contract monitoring policies are comprehensive, but need some 
improvement. We found that contracts did not contain (1) sufScient information regarding FHA’s 
reimbursement to contractors for property repair costs, or (2) monetary penalties for contractor 
noncompliance. In addition, the new contract monitoring manual did not provide comprehensive 
guidance to review and approve reimbursement of repair costs, conduct contract risk assessments, and 
document monitoring results. Clarity and consistency in applying policy is needed to prevent contractor 
noncompliance and abuse. 


M&M Contracts 


On March 29, 1999, 16 M&M contracts went into effect with 
a 5-year value of about $927 million. The seven companies 
that received these contracts will manage nearly every aspect of 
the property disposition process from property acquisition and 
maintenance to marketing and sales. In general, FHA pays 
contractors an initial fee when they list properties for sale. This 
fee is determined by multiplying a contract price factor by the 
list price. The result is multipUed by 30 percent. For example, 
$80,000 (list price) x 3.5 percent (price factor) x 30 percent = 
$840. A final payment is made when the property is sold. It is 
based on the net sales price. For example, $75,000 (net sales 
price) X 3.5 percent (price factor) less $840 (first payment) = 
$1,785. FHA also pays a fixed amount per month (e.g., $95 
per property) for managing its custodial and unimproved 
properties. 

Costs for most services between acquisition and sale are built 
into the fees and paid by the contractors. These include costs 
for such services as the appraisals, debris removal, and 
advertising. This system provides an incentive for contractors 
to sell properties quickly at prices that provide the most return 
for them and FHA. The lower the contractors’ costs; the higher 
their profits. 
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Finding 3 


In addition to fes, FflA also reimburses contractors for other 
costs incuned. These “pass-through” costs are primarily third- 
party charges such as for taxes and utilities. Under certain 
circumstances, some property repair costs are reimbursable 
with FHA’s prior approval. These include costs of repairs for: 

• natural disasters, 

• extraordinary acts of vandalism, 

• mortgagee neglect, 

• remediation of environmental hazards, 

• latent defects to properties not reasonably 
detectable, and 

• major deficiencies not related to normal maintenance 

when properties are received by contractors (e.g., 
repairs for properties to meet Minimum Property 
Standards (MPS)). 

We found the contracts provided little infoimation to 
contractors regarding when and how these costs are to be 
reimbursed. Program officials told us that FHA staff will rarely 
approve payment for property repair costs under any 
circumstances. One official said that FHA will not reimbuise 
contractors for MPS related repairs. Properties are generally 
sold “as is.” The official stated that if properties are insured, 
funds to pay needed repairs will be included in an escrow 
account at closing or contractors will pay for the repairs. 

Failure to provide contractors enough information about the 
reimbursement of repair costs may lead to confusion and abuse. 
For example, our review of one contractor’s draft quality 
control plan found extensive steps devoted to assessing 
properties for needed MPS repairs, obtaining FHA 
authorization, and initiating action to make the repairs. An 
official in the Santa Ana HOC stated that depending on the 
circumstances, MPS related repairs will be authorized. 
Reimbursement of repair and maintenance costs has been 
subject to fiaud and abuse in the past. FHA has tried to reduce 
the problem in these contracts by including most costs in 
contractors’ fees and requiring prior approval for 
reimbursement of other costs. 
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M&M Management 
Control Manual 


Finding 3 

The asnfain m provision for monetary poialti^ if 

contr^tois fell to coii^)iy with contract terms. Program 
officials told us they did not believe monetary penalties are 
necessary because most property management and- marketing 
cc«ts are inchided in the fees. They believe tlmt extensive 
noncompliaiuje ai^ abuse under the prior property disposition 
process should be significantly reduced. Officials said that there 
are provisions in the contracts for termination, if necessary. 

Our review dfeclosed that during the last 2 years FHA rarely 
sanctioned ElEAM contractors although noncompliance was 
pervasi^. No monetary penalties w«e imposed and only four 
contracts were terminated. We believe the M&M contracts 
should contain specific monetary penalties (e.g., liquidated 
damages clause) to help eraure compliance and to offset losses 
to the fund caused by the contractors. 

FHA designed an extensive manual entitled Management 
Controls For The Single-Family REO M&M Contracts 
covering contract management, financial, and monitoring 
controls. If FHA properly implem^ts and consistently follows 
die manual, most of the contract management problems shown 
in Findings 1 and 2, should be eliminated. However, severe 
areas of the manual need strengthening to ensure its 
effectiveness. 

Excqjt for the review and approval of repair of latent defects, 
the new manual has no policies or procedures to approve, 
justify, and document FHA payment of other repair costs. For 
example, there is no definition in the manual of what constitutes 
extraordinary vandalism and no requirements for contractors to 
justify reimbursement of the costs (e.g., police report). The 
contracts state that all repairs caused by ordinary vandalism 
(broken windows, graffiti) are not reimbursable. 
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Finding 3 


The manual provides numerous standard review instruments for 
FHA staff to use in monitoring contract activities. For example, 
there are 94 pages of review documents for conducting risk 
assessments on each of 11 critical events (e.g., mortgagee 
claims, property inspections, appraisals, sale closings), A low 
risk rating requires that the contractor acknowledge any 
deficiencies and correct them. A medium rating requires a 
reprimand, suspension, or termination of key persormel or 
subcontractors. A high risk rating requires issuance of a cure 
notice placing the contractor on probation or contract 
termination. The manual also requires that an overall risk 
assessment be made on each contract. Contractors are to be 
given the assessments, required to respond, and take corrective 
action. 

However, the manual is not clear on how often all documents 
should be completed and there is no standard document or 
procedures for conducting the overall assessment. Each critical 
event is weighted equally. Therefore, a high risk rating on a 
contractor’s handling of property maintenance is weighted 
equally with a high risk rating on its handling of rental properties. 
A program official in FHA’s national office told us that all forms 
must be completed and an overall risk rating made monthly on 
each contract A Government Technical Representative 
responsible for oversight of one of the contracts said he did not 
know how often the assessments should be conducted. 

The manual requites that a final assessment report must be 
prepared each month on each contract The report must 
contain a performance/risk assessment contractor’s response, 
and FHA’s determination of corrective action. This report is to 
be sent monthly to the HOC Director, the Deputy Assistant 
Secretary for Single Family Housing, and the FHA 
Commissioner. However, there is no standard format for the 
report and no requirement that it be sent to the contracting 
officer who is the only person who can sanction contractors. 
Also, the manual does not provide sufficient details regarding 
what documentation is needed and what specific actions to take 
when contractor sanctions are necessary. Although program 
officials told us that verbal procedures have been established for 
working with the contracting officers, we believe that written 
guidance is necessary. 
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Finding 3 


FHA generally agreed with the finding and recommendations. 

FHA Comments FHA stated that it should provide additional guidance to staff 

regarding reimbursements to M&M conlraotors for property 
repaits. It agreed to revisit the potential for incorporating 
monetary penalties for contractor noncompliance and to 
strengthen its monitoring approaches. 


Recommendations recommend that you; 

3A. Issue detailed written policies and procedures for 
approving reimbursement and documenting the need for 
repaits associated with natural disasters, extraordinary 
vandalism, mortgagee neglect, environmental hazard 
remediation, latent defects, and MPS. 

3B. Modify the M&M contracts to require monetary 
penalties {e.g., liquidated damages) for specific 
recurring contract deficiencies. 

3C. Revise the M&M management control manual and/or 
issue written policies and procedures: 

(1) detailing how often risk assessments must be made 

for all critical events and providing a standard 
document for completing the overall risk 
assessment including risk rating weights for each 
event; and 

(2) protiding a standard document for completing the 

monthly final assessment report and requiring that 
copies be sent to applicable contracting officers. 

3D. In conjunction with contracting staff; issue written 
policies and procedures specifying what actions to take 
and documents needed to enforce compliance and 
sanction deficient contractors. 
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Finding 3 


3E. Develop a systan to track and summarize monitoring 
results to identify trends and systemic weaknesses for 
corrective action. 
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Mr. Mica. We will next hear from Ms. Joyce Gibson, who is the 
spokesperson for the Coalition for Accountability from Chicago, IL. 
Welcome, and you are recognized. 

Ms. Gibson. Good morning, Mr. Chairman. My name is Joyce A. 
Gibson. I am the president and owner of J.A. Gibson Realty & As- 
sociates in Chicago. I would like to thank the committee for allow- 
ing me this opportunity. I am here today as a spokesperson for the 
Unity Coalition for Accountability, a loosely formed coalition of 70 
small businesses, 240 churches, and a handful of community orga- 
nizations in Illinois and Indiana who are concerned about the lack 
of responsibility and accountability HUD has exhibited with re- 
spect to its M&M contracting program. 

Our coalition was formed after Intown Management, a HUD 
Marketing and Management prime contractor, lost its contract and 
declared bankruptcy. That was September 22, 1999. For many 
small businesses in Illinois and Indiana, and 20 other States 
around this country, that day will live in infamy. It was the day 
we learned that after providing millions of dollars in labor and ma- 
terial over a period of 5 months to maintain HUD-owned prop- 
erties, we would not be paid. 

From the information we have gathered, the amount owed in Illi- 
nois alone is $3.5 million, and that just represents the contractors 
who have heard about our efforts and contacted us. As we began 
to talk to more people over the Internet, we realized that this prob- 
lem was much larger than just a few vendors not being paid in Illi- 
nois. We have heard from an appraiser in Maryland who is owed 
$411,000, a contractor in Virginia owed $41,000, a property man- 
ager in New York owed $54,000, and the list goes on, totaling more 
than $7.5 million. Mind you, this figure only represents moneys 
owed to approximately 87 subcontractors. 

When we started this effort, we were only focused on the short- 
term view: Our money. As we talked to more people in our respec- 
tive communities, we began to see an even bigger problem, one of 
abandoned homes that create unsafe, unhealthy environments; lost 
tax revenues to local municipalities; and a destabilization and de- 
valuation of the communities where these properties are located. It 
is why our efforts have been joined by local ministers and commu- 
nity groups concerned about housing issues. 

I am here to represent the small voice of hard-working citizens 
that often get overlooked. We don’t have the millions to hire lobby- 
ists to speak for us. We pass the hat, hope we have enough money 
for airfare and room accommodations, and pray that we can spare 
the time from our businesses to make the trip. That is why we are 
extremely grateful that someone in our government is willing to 
spare the time to listen to what we have to say. 

It is our understanding that HUD has taken the position that 
they are not responsible for the actions of their contractor. We dis- 
agree. We believe that HUD contracted an agent. Intown Manage- 
ment, and the agent provided management and marketing services 
for the owner of this property: HUD. As a realtist, this says that 
an agency relationship existed, and under an agency relationship, 
they cannot just walk away and not be accountable for the actions 
of their agent. HUD still has accountability and responsibility. 
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Most of the vendors were willing to provide services because In- 
town was HUD’s prime contractor. To many of us, that meant pay- 
ment would be slow in coming, but it was guaranteed payment. 
That is why people felt confident in refinancing their homes to buy 
equipment and purchase materials. That is why people continued 
to provide services even after there was no payment for 90 days. 
It wasn’t because of Intown; we didn’t know them, nor do we know 
them now. We trusted that our government had made a wise selec- 
tion and that our government was behind these people. 

I am sure that it was not HUD’s intention to stick it to small 
business, but that is exactly what has happened in the M&M pro- 
gram. Intown is the second contractor that HUD has had in the 
Chicago area. There are vendors who contacted us who have not 
only not been paid by Intown, but who are still owed money from 
a contractor called Citywide. And to add insult to injury, we have 
been informed as of yesterday that many of the vendors who were 
promised payment in 14 days by the new contractor, 
Goldenfeather, are now 30 days due, and counting. 

I don’t know how much money was paid to Intown, but it would 
seem to me that HUD has a responsibility to pay for the services 
that were contracted on their behalf up to and including the day 
that they pulled the plug. 

Additionally, HUD has got to take responsibility for the condition 
of the properties that are in our communities. These properties be- 
long to the taxpayers. HUD cannot delegate its responsibility to no- 
name companies and then walk away. 

We believe that HUD needs to rethink its current use of national 
contractors and return to the model that allows for local-based 
management and marketing of HUD properties. We also believe 
that HUD must establish more effective monitoring guidelines. We 
cannot continue with a program that erodes the credibility of our 
government and causes economic devastation to its citizenry. 
Thank you. 

Mr. Mica. Thank you for your testimony. 

[The prepared statement of Ms. Gibson follows:] 
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Good morning. My name ib Joyce A Gibson. 1 am the I’rcsident and ownci oi J.A. 
Gibson Really & Associaic.s of Chicago. I would like to thank the committee foi allowing 
me this opportunity. 1 am here today as the spokcspei son I'oi The Unity C.cialitioii For 
Accountability, a loosely Ibrmcd cunlitiim of seventy small busine.ss, 240 iJiurches and a 
handful of contmunity organiaaliona in Illinois and Indiana who ate conccJiied about the 
lack of responsibility and accountability IIUD has exhibilod with respect to its M&.JV1 
contraeling program. 

Our coalition was formed aflei InTown Mnnngcnicnt, a HUD marketing and iiiaiiagcinent 
prime contractor lost it.s contract and declared bankruptcy. That was September 22, 1909, 
I’Or many small businosse.s in Illinois and twenty other .states around this country that day 
will live in infamy. It was the day we learnetl that aflei jtiovidiiig millions of dollars in 
labor' and material over a per iod of live montlis to maintain HUD-owiieil piopenies. we 
would not bo paid 

From the hilcirmaiioii we have gatlicred, the amount owed in Illinois alone is 3,.^ million 
dollars and that, just rcpiesents the contractors who have heard about our cUbris and 
contacted us. As wc began to talk to more people over tire imemet, wc realized that this 
problem is niueh bigger than Just a lew vciidens not being patd in Illinois We have heard 
from an appraiser in Mat yland who is owed four hundred and eleven thousand dollars, a 
contractor' hr Viigliria owed forty one fhousaud, a property manager tn New York oweti 
fifty four thousand and tire list goes on, totaling more than 7.5 million dollars. Mind you, 
this figur e only represents monies owed approximately eighty seven stib-contniciors. 

When we .started tliis cflVtii wc were only focused on the slioit lenn view - our money, 
but as wc talked to more people in our i espective commuiiiucs we began to see an even 
bigger problem — one of abaiuloned homes that create uitsafc, unhealthy cn vii oimients, 
lost tax revenue to local niunicipalttics and a destabilization and devaluation of the 
comniunities where lliesc proper t ics ar e located 

It i.s why our cfftrrts have been joined by local ministers anil contmunity gioups tonceinod 
about housing issues 

1 am here to represent the small voice of hard working citizens that often gels overlooked 
Wc don'l have the millions to hire lobbyist to .speak for ns. We pass the hat, hope wc 
have enough to pay for airfar e attd r oom acctrrnrnodations and pray that we can sjjarc the 
time from our businesses to make the trip. That ks wiry wc aic cAtreraely gratclhl that 
someone in our govornmciit is wlUrrig to Sparc tlie lime to listen Ur wliai wc. have to say 



31 


U ig our underslnndirig hat illjD has tnk.cn the position that they c iJt>l i csponsiblc for 
the aciiong oi'thcli contractor. We dixsagiee. We believe Uml liUD conn acted nn agent — 
InTown Management and the Agent provided nmiiagenictii hdO marketing services for the 
owner of this property — HUD. As a Realtist this says (hat an agency relationship existed 
and under an agency relationship they can not be just walk away and iiul be accountable 
for the actions of their agent. HUD still has respmtsibihty. 

Most of the veiidorK were willing to provide services because lii'J own was .1 lUD's Prime 
contractor. Vo many of u s that meant payment would be slow in coming but it was 
guaraitleed paymout. I'hnt's why people felt confident in i crnmnciiig their hoinc.s to btiy 
equipment and purchase materials. That's why people continued to provide services even 
after there was no payment for ninety days, .It wasn't bccmisc ofiu'J'owii. >ve didn’t know 
them then and don't know them now We trusted that our governmcni liad jiiade a wise 
selection and t hat our govcriiiincTit was behind these pei^plc. 

1 am sure that it was not HUD's iniciition lo stick it It) small business, but tiiat’s exactly 
what has happened in the M&M Vrugiam InTown is the second Contractor tiiat HUID 
Iras had in the Chicago urcu. There are vendors wlio contacted us who nol only have not 
been paid money from InTown, but who arc still owed monies from the llrsl coniraclt>r — 
City wide, And to add inauit to injury, we have bec^u informed today that many of the 
veiidota who were promised j>aynicnt in 14 days by the new Coniracior— r»oldenfeathcr— 
arc now thirty days due and cv)U"ting. 

1 don't know how tiiuuh money was paid U» IiiTuwti, but it would seem to me that HUD 
has ;t ies]ionHibility to pay for the services that were contracted on iheir behalf up to and 
including the day that they jiulled the fdug. 

Additionally, lIUD lias got to lake responsibility for the condition ot the propeities that 
arc ill our conimunlucs. 7'hcsc |7r«)pcUies belong tt> ibc lax payers. HI ID eati. not delegate 
its responsibility lo .some no name company and iben walk away 

We believe ihat .HUU needs to rethink its current use of national conn actors and reiui n to 
ihfi model that allow.s foi local based management and marketing oJ HUD propet lies. 

We also believe UtaL HUD must establish more effective monitoring guidelines. We 
cannot cxmiiniie with a piiigram (hal erodes The credibilit y id* cmii governmeni and causes 
economic devastation to its citizciuy 

Thank you I 
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Mr. Mica. We will also hear from Ms. Cheryl Peterson, a home- 
owner from Boise, ID. Welcome, and you are recognized. 

Ms. Peterson. Thank you. 

In August of this year, my husband and I bid on a HUD home, 
and we won that bid. On September 24th, we signed the closing 
documents and were preparing to move. Earlier in this same week, 
HUD fired Intown, their management company. The next day. In- 
town filed bankruptcy, and it became uncertain who would rep- 
resent HUD in completing our paperwork process. 

On September 30th, our paperwork was received back from 
HUD, and we were in the final stage of acquiring our home. On 
Monday, October 4th, our title company went to record the deed at 
city hall, and it was discovered that there was a $1,320 lien placed 
on the property and numerous other properties in the State of 
Idaho. 

At this time the situation became very stressful for my family. 
Within 2 weeks, we really did not have a place to live. We called 
everyone. We called our realtor, our title company, our lender, our 
lawyer and our Congresswoman. Within a few days, there was yet 
no resolve. 

So, on October 7th, we paid the $1,320 lien, believing that we 
would have our home that day. Yet, when the title company went 
to city hall to record the deed, they called to say that another lien 
had been placed on our home. We had a difficult decision to make 
at that time. It was either to back out, cut our losses, or pay the 
$120. And this, of course, was somebody else’s debt, not ours. 

So on October 8th, we paid the $120, and we were recorded that 
day, and the home became ours. As a taxpayer, we paid $1,440 for 
property management. 

We did have to ask ourselves what we were paying for. The 
weeds on the right side of the house were chest high, the grass was 
dead, there was a beehive in the sprinkler box that was a foot in 
diameter. This home had sat vacant for 6 months. Yet, in the end, 
we were very thankful that we were never without a place to live 
and that we now have a place that we call home. Thank you. 

Mr. Mica. Thank you for sharing your experience with us. 

We will now hear from Mr. William Apgar, who is the Assistant 
Secretary for Housing of HUD. Welcome, and you are recognized, 
sir. 

Mr. Apgar. I am pleased to testify today about how HUD 
has 

Mr. Mica. You might pull that mic over. 

Mr. Apgar. I am pleased to testify today about how HUD is ful- 
filling its mission to address the homeownership and affordable 
housing needs of the Nation and to report on our progress in the 
management market initiative. 

The past 12 months have been historic for the Department. Sec- 
retary Cuomo’s 2020 reforms have produced substantial evidence 
that HUD works. At the start of the year, our progress in reform- 
ing the Department was recognized by the House and Senate as 
they approved the best HUD budget in a decade. The year cul- 
minated last month when Congress enacted an even smarter and 
stronger budget, giving us $1.5 billion more resources to do our 
programs, including 60,000 new rental vouchers, a homeownership 
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security program for older Americans, a major job creation pro- 
gram, and new tools to assess the growing crisis of opt-outs. 

FHA has also had an outstanding year this year. We have as- 
sisted 1.3 million families in purchasing homes, with an all-time 
record of $125 billion in mortgage insurance. FHA multifamily 
mortgage insurance remained at a near record level of $4.1 billion. 

Regarding the implementation of the M&M initiative, I am also 
pleased to report that after 7 months of operation, six of the seven 
contractors retained by HUD are generating very positive results 
and have demonstrated that profit-motivated, private sector real 
estate professionals can more efficiently and effectively manage, 
market and sell REO properties. The bottom line is the M&M sys- 
tem is selling more homes faster and doing so in a way that is gen- 
erating greater returns to the FHA. 

Since implementing the M&M initiative nationwide, in March, 
six of our seven contractors, who had the responsibility of more 
than 60 percent of the inventory at takeover, had performed well. 
Over the first 6 months they have increased HUD’s average gross 
property sales by 25 percent; they have increased FHA’s recovery 
on the mortgage insurance claims by some $3,243 per property. 
Taken together, these six contractors have sold 16,273 properties 
through September, and with an improvement in our recovery 
rates, we have generated savings of more than $50 million to the 
Department. 

Still, despite the overall success of the M&M initiative, one con- 
tractor, Intown Management Group, failed to meet HUD’s perform- 
ance standards. Intown did not properly maintain HUD’s prop- 
erties, as was discussed, and they were extremely slow to list prop- 
erties for sale and to enter into sales contracts. While this has lead 
to substantial problems for FHA, for homeowners, for communities, 
for subcontractors, I want to stress that it is the FHA monitoring 
and control system that identified the problems with Intown and 
developed a record that facilitated termination of the contract and 
the proposed debarment of the principals and will be a basis for fu- 
ture actions as we seek to hold Intown accountable for their failure 
to meet the obligations of this contract. 

This monitoring system noted problems in the very early days of 
the contracts. Within 45 days, we terminated one Intown contract. 
But, despite our repeated efforts. Intown’s overall performance 
didn’t improve. Having started with 16,803 homes, the inventory in 
the Intown area swelled to 26,000 homes by the end of September, 
an increase of 9,400 homes. In contrast, over the same period, the 
other six contractors sold more than 16,000 homes, and collectively 
the inventory in these areas held more or less steady. 

There are a lot of statistics here, and I will explain them more 
in detail in my written statement, which I would like to have in- 
cluded in the record. But the bottom line is simple. Intown didn’t 
sell homes. They didn’t even do a good job of listing homes for sale. 
As a result, the overall inventory mushroomed. 

My testimony also includes detailed descriptions of how we are 
doing in the 6 weeks since we terminated the Intown contract. I 
am pleased to report that the new replacement contractors are 
working well. For example, in just 6 weeks, they have completed 
the sale of over 1,900 properties, nearly as many as Intown did in 
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the 6 months that they had the contract. The new contractors in 
6 weeks have sold almost as many homes. 

I would like to end my testimony with an assessment of how we 
got to this situation today. My answer is simple. Intown failed be- 
cause its three principal partners did not deliver the resources that 
they promised in their proposal. Each of these individuals had per- 
formed well in the past under HUD and other Federal contracts. 

Consider Larry Latham, a recognized leader in online real estate 
marketing. The proposal indicated that Mr. Latham would be in 
charge of marketing, but Intown’s marketing effort was slow to 
start and, even after 6 months, was hopelessly inadequate. I am 
not a lawyer, but I believe that Intown and its three partners mis- 
represented to HUD the resources that they would bring to the 
contract, and in doing so, may have committed fraud against the 
U.S. Government. 

That is why I recently moved to immediately suspend each of 
Intown’s principals from all government contracting and also pro- 
posed that they be debarred for a period of 10 years. Moreover, I 
have asked HUD’s Office of General Counsel to refer the three 
principals to HUD’s Office of Inspector General within the Depart- 
ment of Justice for criminal investigation. 

In conclusion, I feel that HUD and the FHA are headed in the 
right direction. I thank you for this opportunity to testify, and I 
look forward to answering your questions today. 

Mr. Mica. Thank you, Mr. Apgar. 

[The prepared statement of Mr. Apgar follows:] 
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TESTIMONY OF ASSISTANT SECRETARY FOR HOUSING/ 
FEDERAL HOUSING COMMISSIONER WILLIAM APGAR 
SUBCOMMITTEE ON CRIMINAL JUSTICE, DRUG POLICY AND 
HUMAN RESOURCES 
U.S. HOUSE OF REPRESENTATIVES 


Good morning Chairman Mica, Ranking Member Mink and members of the 
Subcommittee, my name is William C. Apgaf, and I am the Assistant Secretary for 
Housing/Federal Housing Administration Commissioner at the United States Department 
of Housing and Urban Development (HUD). On behalf of HUD Secretary Andrew 
Cuomo and the entire HUD team, I am pleased to testify today about how HUD is 
fulfilling its mission to address the homeownership and affordable housing needs of the 
nation. I also welcome the opportunity to report back to the Subcommittee on our 
progress in implementing the Management and Marketing (M&M) initiative - a 
comprehensive reform of the way FHA disposes of single family Real Estate Owned 
(REO) properties. 

The past twelve months have been a historic year for the Department, as Secretary 
Cuomo’ s 2020 Reforms have produced substantial evidence that HUD works. At the 
start of the year, in October, 1998, our progress in reforming the Department was 
recognized by Congress, when the House and Senate approved the best HUD budget in a 
decade; and, the year culminated last month when Congress enacted an even stronger and 
smarter budget. This budget puts HUD squarely back in the business of creating and 
preserving desperately needed affordable housing, jobs and economic development for 
America’s people and places in greatest need. The budget recently approved by Congress 
provides $1.5 billion more for HUD programs than the Department received in Fiscal 
Year 1999 , including; 

• 60,000 new rental assistance vouchers - the largest expansion of affordable housing 
in seven years. $347 million to provide new Section 8 rental assistance vouchers to 
60,000 low-and moderate-income families. This exceeds the 50,000 new vouchers in 
HUB’S 1999 budget. The expansion in this critical program follows a four year 
period between FY 1995 and 1998 when Congress failed to appropriate any funds for 
new Section 8 vouchers. 

• A Housing Security Plan for Older Americans that will enable HUD to develop a 
broad range of housing options to meet the changing housing needs of senior citizens. 

• Major job creation and economic revitalization initiatives that include the new 
America’s Private Investment Companies (APIC) initiative, a second round of new 
Urban and Rural Empowerment Zones, and redevelopment of formerly polluted 
commercial and industrial sites know as brownfields. 
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• Increased funding for public housing authorities, homeless assistance and prevention 
programs, and the fight against housing discrimination. The budget calls for an 
increase in public housing operating funds from $2.8 billion in 1999 to $3.1 billion in 
2000, and funding of $575 million for the HOPE VI public housing revitalization 
program. These programs are transforming public housing by removing and replacing 
the worst units, restoring troubled public housing authorities to financial integrity, 
demanding household accountability and promoting greater income diversity. 

• Extending and expanding a HUD initiative that will benefit people already living in 
apartments that receive Project-Based Section 8 rental assistance subsidies. During 
the past year, communities across the country have experienced the loss of thousands 
of units of affordable housing when landlords opted out of the Project-Based Section 
8 program. When this happens, residents who can’t afford big rent increases have to 
move out of their apartments, and many have nowhere to go. In the next five years, 
more than 900,000 HUD Project-Based Section 8 contracts with rental property 
owners will expire. In April, HUD began an emergency initiative to addiess the 
growing problem of opt-outs. The new HUD budget supports the approach HUD took 
in April by incorporating the emergency initiative into law. The initiative provides 
market rents to below-market properties most likely to opt out, giving landlords of 
high-quality housing an incentive to remain in the Section 8 program. To protect 
residents living in apartments that withdraw from the Project-Based Section 8 
Program, the budget allows HUD to provide rental assistance that will allow residents 
to continue paying their cmrent rents. The budget also takes other steps to protect 
residents. 

Mr. Chairman, I think you can see why we believe this budget is a tremendous 
vote of confidence in the performance of the Department of Housing and Urban 
Development and the management reforms we’ve successfully implemented under 
Secretary Cuomo’s leadership. 

Building on the strong Congressional endorsement of HUD’s overall efforts to 
expand affordable housing and create jobs through innovative economic development 
initiatives, FY 1999 was undoubtedly the best year in the Federal Housing 
Administration’s (FHA) 65 year history. Highlights of the year include: 

• Overall, FHA assisted 1.3 million families in securing an all-time record $125 billion 
in mortgage insurance; 

• HUD’s 1998 legislative victory in securing Congressional approval to increase the 
FHA loan limits to $208,000 in high cost areas, enabled FHA to help 60,000 more 
families realize the dream of homeownership in FY 1999; 


FHA multi-family mortgage insurance also reached a record level of $4.1 billion in 
mortgage credit. 
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Over the last year, HUD and FHA also implemented several new initiatives to 
protect the public trust. These include; 

• Stepped-up lender monitoring activities. FHA completed over 900 lender monitoring 
reviews in FY 1999 - a four fold increase over the 1997 level; 

• A new Homebuyer Protection Plan to protect the more than one million American 
consumers using FHA insurance every year. This plan is anchored by a complete 
overhaul of the FHA appraisal process and development of new appraisal monitoring 
and enforcement tools; 

• A new physical and financial assessment system that for the first time provides 
detailed information about the condition of HUD’s multi-fainily assisted and insured 
inventory. 

I am proud, Mr. Chairman of all that HUD is doing to address the homeownerehip 
and affordable housing needs of the nation, and I thank you for this opportunity to report 
to the Subcommittee on our progress to date. 


A Report on Implementation of the M&M Initiative 

I also am pleased to report back to the Subcommittee that after seven months of 
operation, six of the seven contractors retained by HUD are generating very positive 
results, confirming the fundamental premise behind the FHA’s Management and 
marketing (M&M) initiative - that profit-motivated, private sector real estate 
professionals can more efficiently and effectively manage, market and sell REO 
properties, 

As you may recall from my Spring testimony to the Ml Committee on 
Government Reform and Oversight, the National Performance Review (NPR) report on 
HUD completed in 1994, first suggested that FHA consider privatizing its REO 
operation. In that report, the NPR recommended that HUD: 

“Outsource its property disposition function in order to create higher returns. 
Private companies operating in a competitive market can normally provide a 
business service more efficiently than a government staff, which is protected from 
the rigors of competition. The management and disposition of problem assets is 
an essentially business, not government function. . ..This is a suitable task for a 
business organization with its own money at risk and a dear profit motive tied to 
maximizing the net return on assets. This is not a suitable task for salaried 
government staff working from government rules and handbooks” 
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Mr. Chainnan, we tested the power of this idea prior to nationwide 
implementation, through a more than two year pilot program in three locations - 
Baltimore, Maryland, New Orleans. Louisiana and Sacramento, California, The results of 
this extensive pilot showed that private contractors were able to sell REO properties more 
quickly and at a higher rate of return than HUD. Under the pilot; 

• The average time a property was in inventory was reduced front 211 days to 139 days 
in Baltimore; from 236 days to 132 days in new Orleans; and, from 162 days to 122 
days in Sacramento; and, 

• The average sales price per property increased by $17,108 in Baltimore and by $6,011 
in New Orleans. 


The M&M Initiative is Generating Greater Returns to FHA 

Now we are seeing even more impressive results in our nationwide program. 

Since implementing the M&M initiative nationwide on March 29, 1999, six of our seven 
contractors, who had responsibility for more than 60 percent of the total inventory at 
takeover, have performed very well. They are selling properties much more quickly and 
at a higher rate of return than HUD did under the old system. For instance, these 
contractors have; 

• Increased HUD’s average gross property sales price from $58,815 one year ago, to 
$73,254 - an increase of 25 percent, or $14,439 per property; 

• Increased FHA’s net return on sale, the percent of property market value we net 
after paying all costs associated with managing the property, from 79.30 percent one 
year ago to 8 1 .26 percent. This improvement represents tremendous progress toward 
one of the primary program goals I articulated to the full Committee in March: to 
improve our net return to 8 1 ,40 after one year of operation under the M&M initiative; 

• Increased FHA’s recovery as a percentage of the mortgage insurance claim from 
59.84 percent to 67.53 percent — an improvement of $3,243 on average per property; 

• Reduced the average time it takes to sell a property. On average, the M&M 
contractors took only 111 days to sell properties, a vast improvement over HUD’ s 
prior performance. When accounting for time HUD held properties prior to 
transferring responsibility to the M&M contractors, the overall time in inventory 
average has been reduced from 198 to 191 days, representing considerable progress 
toward our goal of reducing the average time in inventory to between 150 and 160 
days after one full year of operation. 
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Mr. Chairman, these contractors’ strong performance has generated considerable 
savings to the Department. Taken together, they sold 16,273 properties through 
September. With an improvement in the net recovery to FHA of $3,243 per property, 
these sales generated savings of more than $52 million to the Department. 


InTown Management Group. Failed to Meet FHA’s Performance Standards 

Still, despite the overall success of tlie M&M initiative to date, one contractor, 
InTown Management Group (ITMG), failed to fulfill the requirements of the M&M 
contract, ITMG did not properly maintain FHA properties, and they were extremely slow 
to list properties for sale and enter into sales contracts. From nearly the first day of the 
new initiative, FHA’s new property disposition monitoring and control system detected 
poor performance by ITMG. 

Through this new monitoring and control system FHA inspects the physical 
condition of 10 percent of all properties in inventory, audits 10 percent of all M&M 
contractor case files, and completes on-site process observations at the M&M contractor’s 
offices, on a monthly basis. To complement these monitoring activities, FHA staff also 
conduct on-going analysis of performance measurement reports, prepare comprehensive 
contractor performance assessment reports for each contract area, and hold monthly 
performance reviews with the contractors to assess critical performance measures, 
identify deficiencies and direct corrective actions, on a monthly basis. 

This new system detected ITMG’s performance failures and provided the specific 
information necessary to empower FHA officials to take appropriate contracting actions. 
These actions included: 

• Just approximately 45 days into the new initiative, FHA forced ITMG to withdraw 
from one contract area through a bilateral agreement, under which ITMG 
acknowledged failure to perform; 

• Within approximately 50 days of the start of the contract, FHA sent formal deficiency 
notices to ITMG for each of their remaining contract areas. These notices identified 
specific performance failures, and demanded a comprehensive recovery plan; 

• Within approximately 95 days, FHA reviewed and rejected ITMG’ s recovery plan. 

To further address on-going deficiencies, FHA subsequently demanded a meeting in 
Washington, DC with ITMG’s senior managers to further discuss performance 
deficiencies; 

• In August, after ITMG showed little improvement, I instructed staff to develop a 
contingency plan in the event ITMG simply could not recover. By the end of the 
month, we had entered into contingent takeover contracts with three ptivate 
contractors for the majority of the areas covered by ITMG, and assembled detailed 
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Staffing plans for FHA to resume responsibility for managing and marketing 
properties in the remaining areas. 


Still, despite these quick and decisive actions, ITMG’s performance did' not 
improve. By September, ITMG’s failure to sell properties had caused FHA’s national 
inventory of REO homes to swell from 41,579 at the start of the Initiative, to 5 1,404, an 
increase of approximately 9,800 homes. Fully 95 percent of this increase in the national 
inventory was due to ITMG’s failure to perform. After starting with just 16,803 homes in 
inventory for all its contract areas on March 31, ITMG’s inventory had grown to 26,165 
at the end of September, an increase of 9,362 homes. During this period, ITMG sold just 
approximately 2,200 homes. 

By comparison, all other contractors combined sold more than 16,000 homes 
during the same time period. As a result, the combined inventory in their contract areas 
remained relatively stable, increasing only slightly from 24,776 on March 31, to 25,239 at 
the end of September, an increase of 463 properties, or two percent. 

Due to this and other ITMG failures, HUD terminated all ITMG contracts for 
default on September 22, 1999. On that same day, the three takeover contractors and 
HUD staff assumed full operation in all of the impacted contract areas. 


Takeover Contractors Are Performing ’Well 


Mr. Chairman, I am pleased to report to the Subcommittee that the private 
contractors and HUD staff who assumed responsibility for the properties formerly under 
ITMG contracts are performing very well. In the days immediately following ITMG’s 
termination, these contractors placed a priority on: (1) protecting consumers by ensuring 
that all scheduled sales proceeded uninterrupted; (2) addressing property maintenance 
deficiencies created by ITMG nonperformance; and, (3) listing more properties for sale to 
reduce the bloated inventory in these areas. Where necessary, FHA is bonding or 
providing escrow deposits to remove liens placed by subcontractors who have not been 
paid by ITMG, and permit the sale of properties to proceed in a timely manner. 

Over the last approximately thirty days since ITMG was terminated, these 
contractors and staff together have: 

• Listed or re-listed 6,407 properties for sale; 

• Put another 2,487 properties under a sales contract; and, 

• Completed the sale of 1,919 properties - nearly as many property sales as ITMG 
accomplished in more than five months of operation (approximately 2,200 sales). 

With the national system freed of the drag created by ITMG’s failure to perform, 
the entire national M&M system sold 7,140 properties in the month of October, the 
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highest monthly total to date under the new Initiative, and considerably more than the 
5,300 sales per month HUD averaged last year under the old property disposition method. 
As the new contractors gain momentum in their new areas, I anticipate FHA will continue 
to reduce the national inventory throughout the remainder of this fiscal year. 


The Cause of ITMG’s Failure 


Mr. Chairman, ITMG failed because its three principles simply did not deliver the 
resources they promised in their proposal for services to the Department - resources they 
had at their disposal, but they simply did not dedicate to the FHA contract areas. It is 
important to recognize that ITMG was a partnership of three very experienced principles, 
each of whom had led companies that previously performed well under HUD and other 
federal contracts, including: 

1 . Melton Harrell, President of InTown Properties, Inc., a very experienced property 
management firm with a strong record of managing thousands of properties in 23 
states nationwide for HUD and the Department of the Army; 

2. Larry Latham, President of Larry Latham Auctioneers, LTD, one of the nation’s 
premier real estate auction firms, with prior exclusive national contracts with HUD, 
the Resolution Trust Corporation (RTC), the Federal Deposit Insurance Corporation 
(EDIC) and the Veterans Administration (VA). Mr. Latham also is a principle of the 
highly successful online real estate marketing firm, Homebid.Com, which recently 
was featured in a Forbes magazine article on successful real estate internet companies. 
ITMG’s proposal identified Mr. Latham as a Vice President of ITMQ in charge of 
marketing. 

3. Albert Gonzales, of Gonzales Consulting Services, Inc, a successful property 
management and auditing and quality control system consulting firm, with nearly a 
decade government contracting experience. Mr. Gonzales also was identified in 
ITMG’s proposal as a Vice President of ITMG, for subcontractor outreach and 
training. 


Taken together, these three principles and ITMG had the resources and capacity to 
meet all M&M contract requirements. Their proposal for services identified a clear and 
rational division of labor, with each partner assuming responsibility for an important 
aspect of ITMG’s operation. However, once the contract began ITMG simply did not 
deliver the resources. 

Mr. Chairman, I believe ITMG misrepresented to HUD the resources they would 
devote to this contact, and in doing so may have committed a fraud against HUD and the 
U.S. government. That is why I recently moved to immediately suspend each of ITMO’s 
principles from all government contracting, and also proposed that they be debarred for a 
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ten year period. Moreover, I have asked HUD’s Office of General Counsel to refer the 
three principles to HUD’s Office of Inspector General and the Department of Justice, for 
criminal investigation. 


Conclusion 


Mr. Chairman, I would like to thank you for this opportunity to testify today, I would like 
to conclude by reiterating that I believe HUD and FHA reform is headed in the right 
direction. Thank you for this opportunity to testify, and I look forward to answering your 
questions. 
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Mr. Mica. Right off the bat, let’s get into the Intown situation. 
A contract was awarded in March for $367 million. It defaulted and 
filed bankruptcy on September 22nd. I have a story from the At- 
lanta Constitution, and through some simple checking they found 
that the principal here, Melton L. Harrell, who won the contract, 
had a record of felony convictions and had a history of filing bank- 
ruptcy, I mean a pretty basic check that even the media did. 

Was HUD aware of this individual’s background and his record 
of bankruptcy and felony convictions? 

Mr. Apgar. We were not aware at the time that the contract was 
issued. Let me explain our process. 

Mr. Mica. Wouldn’t you check? This is over a third of $1 billion. 

Mr. Apgar. I hear you. Under our process we have a previous 
participation review. It is the responsibility of the Inspector Gen- 
eral’s Office to conduct that review. We asked them in October, 
when we first had Intown’s bid, again in December, to review In- 
town for their suitability for this contract. I have here letters 
signed by appropriate officials at the Inspector General’s Office 
that said they conducted such a review and found nothing. 

Notice that there is no requirement for the Federal Government 
in its contracting procedure to check background checks on crimi- 
nal records going back that far. We did check the Dunn & Brad- 
street records. They showed nothing of any nature of financial li- 
ability. We checked other performance records relative to HUD con- 
tracts. Each of the contractors had substantial contract experience 
with the Federal Government, and there was no indication of any 
of that work by Mr. Latham, Mr. Gonzalez or Mr. Harrell had any 
problem, including substantial contracts with the Department of 
the Army, the FDIC, and other Federal agencies. 

Mr. Mica. Well, Ms. Kuhl-Inclan, the Assistant Secretary, is say- 
ing that it was your responsibility to check, and he has a report 
here that says that you found a clean bill of health; is that correct? 

Ms. Kuhl-Inclan. That check was done by another part of the 
Office of the Inspector General. I am not aware of the letters he 
has, but I will be glad to check on that when I return to my office. 

Mr. Apgar. You are right, it is part of the standard of previous 
participation experience report. The letterhead is the Office of the 
Inspector General. I appreciate that this is not done by Kathy’s di- 
vision, so she might not be aware of this, but this is standard con- 
tracting procedure. The Inspector General is the responsible party 
for identifying potential criminal violations on the part of contrac- 
tors. 

Mr. Mica. Well, somewhere it seems like somebody missed the 
boat. I mean, just a perfunctory check by the Atlanta Constitution 
seems to reveal that we are dealing with a convicted felon with re- 
peated bankruptcy failures. 

Mr. Apgar. Again, in terms of the bankruptcy 

Mr. Mica. It is astounding to me. I have been in the development 
business, and I couldn’t imagine an award anywhere near this size 
and not having the scrutiny. 

Now, we will have to find out where the problem is. Is the De- 
partment going after these folks? Are you reporting them to the 
Department of Justice? 
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Mr. Apgar. Yes. As I mentioned in the testimony, we have made 
appropriate referrals to our Office of General Counsel. They are 
considering a referral to the Inspector General, as well as to the 
Justice Department, and it is under review. The whole item is now, 
of course, in bankruptcy court. 

Mr. Mica. Did you say considering, or is this under way? 

Mr. Apgar. From my point of view, it is under way. 

Mr. Mica. So we should expect some action by the Department 
of Justice. 

Is there someone at the Department of Justice now who has al- 
ready started an investigation? 

Mr. Apgar. Working through our Enforcement Center, they have 
met with people from the Department of Justice. I could get you 
the names of the Department of Justice people that they have been 
working with. 

Mr. Mica. Could you provide us with that? 

Mr. Apgar. Right. 

Mr. Mica. The next question is we have people like Ms. Peterson. 
She has laid out $1,400. It may not seem like a lot to people in 
Washington, put probably a good part of her savings to close on 
this house. A lien was slapped. The lien was really the responsibil- 
ity of a mistake made by HUD in awarding a contract — the con- 
tract to these fleecing artists. 

Is there a system now being considered to reimburse people? 

And Ms. Gibson told us about subcontractors that haven’t been 
paid to the tune of multimillion dollars. What is the plan for reso- 
lution for these folks? 

Mr. Apgar. Well, I by no means minimize Ms. Peterson’s $1,400 
lien. She is, in fact, an FHA home-buyer and insured her house 
with the Federal Housing Administration, so we know our cus- 
tomer profiles very well and appreciate that for that family, $1,400 
was a major problem. 

In Intown’s failure, they failed to pay many contractors across 
the country. Those contractors rightfully put liens on our property. 
We now have a system in place where we are bonding the liens. 
That is the way of preserving our capacity to recover against In- 
town in bankruptcy, while at the same time allowing the sales to 
go forward. 

Mr. Mica. That has been in only 20 States so far, or some 
States? It is not in place everywhere? 

Mr. Apgar. No. We are going State by State. The proof is in the 
pudding. We have sold almost 2,000 homes, and so we have sub- 
stantially attacked the lien problem. 

Mr. Mica. What about this lady sitting next to you? 

Mr. Apgar. In cases where individuals paid their own liens, we 
will establish a process in which we will repay them for that lien 
and assume the responsibility as we have with the other liens in 
order to let the sales go forward. 

Mr. Mica. How much is the taxpayer going to end up paying as 
a result? Is there any estimate? Has the IG or has your Depart- 
ment estimated what this is going to cost us in the end? 

Mr. Apgar. Well, it is our understanding there will be no cost to 
the government; that, in fact, I would say that our overall program 
has been generating benefits in excess of the cost of the program. 
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In terms of the liens, of course, we paid every dollar that Intown 
billed us, so they had the money to pay many of these contractors. 
That matter will be resolved in bankruptcy court. 

Mr. Mica. But we don’t have a clear estimate as to what this will 
cost? 

Mr. Apgar. The bankruptcy court is assembling a nationwide es- 
timate of what was owed and what was paid. I mean, let’s be clear. 
Intown, when we seized their records, were in substantial disarray. 
We literally had to do almost like a midnight raid in order to get 
into their offices. And again, the records were in substantial dis- 
array. 

Mr. Mica. But what concerns me finally is we have Ms. Gibson 
testifying today under oath that now we have another contract — 
well, we have a previous contractor. Citywide, replaced, what is it, 
Goldenfeather. 

Ms. Gibson. Goldenfeather replaced Intown. Intown replaced, I 
guess, the previous contractor. Citywide. 

Mr. Apgar. If I could say a word about Goldenfeather. 

Let me tell you a little bit about Goldenfeather. Goldenfeather 
was and is one of the best contractors we have had and proven by 
experience. They took over initially the very difficult southern Cali- 
fornia market. They have been now selling homes faster than they 
have been taking them in, lowering the inventory, returning good 
return, better than we did through our old system. 

Mr. Mica. But they are overtaking Citywide, which has not met 
its obligations. 

Mr. Apgar. Now they are in Chicago trying to dig out from the 
mess that Intown had created, and we fully anticipate that they 
will be able to work with the contractors, pay the liens where they 
are appropriate, and move forward. 

Mr. Mica. Ms. Gibson, you testified, however, that Citywide, was 
that the one that 

Ms. Gibson. The first — there were people who told us that they 
had worked for, and I don’t know if they were M&M or REAM con- 
tractors, but they were called Citywide, and that when they came 
to us, because they had not been paid by Intown, a number of them 
had said they were still waiting to be paid from Citywide. 

Mr. Mica. Which was the previous one? 

Ms. Gibson. Which was the first one. 

Mr. Mica. Before Intown. 

Ms. Gibson. Before Intown. 

Now, a lot of those people went and signed up to work for 
Goldenfeather, even though our position was that they should not 
work for Goldenfeather until Goldenfeather was able to put in writ- 
ing to us that we would be paid for services. Goldenfeather refused 
to do that. My position was that I was not going to do anything 
else on any contract until HUD was prepared to say, these are the 
people we sent to town to do work for us and we backed them. If 
that is not happening, then most of the contractors that I represent 
are not providing services for Goldenfeather, and as of last week, 
they were begging for contractors because their credibility has been 
shot. So therefore, the properties are sitting. They do not have 
enough contractors in the Chicago area to meet the needs, and peo- 
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pie are not going to provide those services because we don’t have 
any accountability or feel that we are going to be paid. 

Mr. Mica. Let me clarify for the record, if I may. Is it C-I-T-Y — 
Citiwest, not Citywide. I have been saying Citywide. Citiwest, what 
is more disturbing to me, Mrs. Ranking Member, is Citiwest, who 
she is talking about, who didn’t perform before Intown, who went 
bankrupt, that didn’t perform, has contracts that were given June 
19th for business in New England and now hasn’t performed in 
New England; only has 84 of 218 properties available. So the dudes 
that messed up in her area have now moved into the Northeast to 
perform their nonperformance tasks. 

Mr. Apgar. If I could give you a full report on Citiwest’s perform- 
ance in New England, I am not sure what information you are 
looking at, but they have performed well under this contract. They 
also have increased the FHA’s 

Mr. Mica. Did you talk to them about meeting their obligation 
back in 

Mr. Apgar. There is no evidence that they haven’t. We would be 
happy to hear that complaint. 

Mr. Mica. We just had testimony to that effect. 

I have taken more than my time. 

Mr. Apgar. With all due respect to Ms. Gibson, she also testified 
that Goldenfeather was begging for contractors. Our reports from 
Goldenfeather, that they are up and operating in Chicago, and they 
have ample resources to perform these contracts. Obviously, Ms. 
Gibson is not one of those contractors, but others have stepped for- 
ward, and the process is working. 

Mr. Mica. Mrs. Mink. 

Mrs. Mink. I think that one of our fundamental principles in 
America is that if people work for whoever, even under bankruptcy 
laws, that they have a priority commitment on the part of the court 
and the government that they be paid, and it seems to me that 
that principle needs to be recognized by HUD. 

Now, going back to the Intown contract of $300-some million, 
what was that money supposed to represent, if it was a contract 
of commitment to Intown? 

Mr. Apgar. This was a performance-based contract. Intown got 
paid when they listed properties and when they sold properties. 

Mrs. Mink. So the $360-some-odd million is an estimated value 
of the properties that was assigned to Intown to sell? 

Mr. Apgar. Right. Estimated — the number of properties that 
they were assigned over a 5-year period over an estimated basis. 

Mrs. Mink. So the assumption is if they did their job and sold 
the properties, then they could pay all of the people that helped 
them perform in the maintenance and upkeep of these properties 
before they were sold. 

Mr. Apgar. That’s right. It was a performance contract. They got 
an initial just for listing the property, and they got additional pay- 
ment when they sold the property. 

Mrs. Mink. So in some instances then, the properties were actu- 
ally listed, and the government then paid them the 30 percent ad- 
vance fee, even though the properties were not sold; is that correct? 

Mr. Apgar. Right. We paid them in two stages. 

Mrs. Mink. How much was paid to Intown then? 
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Mr. Apgar. How much was paid to Intown in total? Many mil- 
lions of dollars. I have to get the exact figure. 

Mrs. Mink. Out of that money that Intown was paid, is there any 
way to make sure that the actual obligations to the subcontractors 
are actually met for maintenance, or is that not part of the contract 
that you entered into with Intown, that they pay these obligations 
first out of that 30 percent? 

Mr. Apgar. Yes. They are bound by all kinds of contractual law 
which says that as contractors and in their relationship to sub- 
contractors, they are obligated to pay. 

Mrs. Mink. So what is the overall total then of the subcontrac- 
tors’ claims against Intown? Now that it is all public and it is in 
the bankruptcy courts, I ima^ne that that total figure is available. 

Mr. Apgar. No. They are still totaling up the figure. 

Mrs. Mink. What is your estimate of what the figure would be? 

Mr. Apgar. Oh, several millions of dollars, maybe as many as 
$10 million. 

Mrs. Mink. Up to $10 million. 

Mr. Apgar. Yes. That is just a rough estimate. 

Mrs. Mink. Now, is that 

Mr. Apgar. Can I explain why it is difficult to sort this out? We 
don’t have clear information as to whether or not Intown has taken 
the money we have given them already and paid these contractors. 

Mrs. Mink. That was my earlier question; you made the estimate 
that it is about $10 million. Is any part of that money somewhere 
in escrow so that these people can be paid? 

Mr. Apgar. We withheld every payment that wasn’t made at the 
time of termination back, and that is part of our resources that are 
moving forward. 

Mrs. Mink. So does HUD consider this to be a firm obligation to 
meet with respect to all of these subcontractors and workers that 
have not been paid for work that they have done? 

Mr. Apgar. We have, as we noted, taken the step of paying all 
the liens by posting surety bonds. By doing it that way, of course, 
it retains our claims in bankruptcy court so that we will be able 
to recover against those claims. We want to be careful not to pay 
twice for work that has already been done, and we have no obliga- 
tion or resources to do that. It was our intention to work to make 
sure that the subcontractors are made whole, consistent with the 
operations of the bankruptcy court. 

Mrs. Mink. How long do you think that process will take before 
these people can be paid? 

Mr. Apgar. Well, we are paying already, as folks who have liens 
are being paid. We cleared almost 2,000 houses for sale, and the 
liens on all of those are being paid. 

Mrs. Mink. You are making good on the liens. How about Ms. 
Peterson’s? 

Mr. Apgar. Right. It has come to our attention that a few people 
paid their own liens in order to do this, and then our procedure will 
be to identify those folks and pay their lien 

Mrs. Mink. So Ms. Peterson can expect to get her money soon? 

Mr. Apgar. As soon as we can handle that transaction, that is 
correct. 

Mrs. Mink. Thank you. 
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I have a whole hunch of other questions, but I am being beck- 
oned to my other committee. But I did want to get to the point of 
the how come they didn’t know about this individual’s defaulting 
on bankruptcies and criminal record, and you stated that it was 
the Inspector General’s responsibility. As I understand it, this is an 
entirely separate operation, so it is unfair to place that burden of 
failure of knowing who these people were on the Department when 
you have an Inspector General that is supposed to be doing the job. 

Mr. Mica. Well, let me say just in a quick dialog with the rank- 
ing member, if I may, and Mr. Tierney, that there is something 
wrong on the procedure. I don’t know if it is in the law or in the 
regulations or their administrative procedure, but when you can 
award a $367 million contract to a guy with a conviction of felonies 
and a series of bankruptcies with that much public trust respon- 
sibility, there is something wrong. 

Mrs. Mink. Can I make an amusing comment, side-bar? 

Mr. Mica. Go right ahead. 

Mrs. Mink. I understand that the Majority party, however, is 
adamantly opposed to the administration’s recommendation that 
we do establish a policy in which we examine the records of the 
would be contractors, and while I think that is a very good stand 
that the administration’s taking, I wonder why it is being so vehe- 
mently opposed on your side. 

Mr. Mica. Well, I don’t oppose it. I happen to be 

Mrs. Mink. Good. Score one. 

Mr. Mica [continuing]. In favor of looking at what the problem 
is here, but obviously, we have a report that was just read by the 
Assistant Secretary from the IG office within the agency that is 
supposed to perform this function. Something went wrong, badly 
wrong, in this process, and whether it is changing the law, the reg- 
ulation or whatever, we need to look at it. I am open to that, cer- 
tainly. 

Let me yield now to Mr. Tierney, the gentleman from Massachu- 
setts. 

Mr. Tierney. Thank you, Mr. Chairman. I am not going to take 
up any time. I think that you have pretty much hit it on the head, 
that where we ought to be going with this is looking at the process 
and determining where it broke down and what we should do to 
make sure it doesn’t happen again; because clearly, you are exactly 
on point, that we should not be giving contracts out of this mag- 
nitude without some investigation into the past. 

We have now identified that nobody at this table was supposed 
to do the investigation, but one of the agencies should have. Maybe 
the next set of hearings should be bringing those people in to find 
out why they didn’t do the appropriate job. Thank you. 

Mr. Mica. I thank the gentleman. 

We are going to leave the record open for at least 3 weeks, be- 
cause we will have additional questions that we are going to ask 
the agency. 

Ms. Gibson, let me just clarify again, the contractor you spoke 
about was Citiwest that was in Chicago before Intown, and 
Citiwest was taken over by Intown. But you are telling me that 
there were — I don’t know if there still are, but there were obliga- 
tions of Citiwest, the first one, not met. 
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Can you again enlighten the subcommittee? 

Ms. Gibson. Some of the subcontractors, again, when they came 
to us, they said that they were still waiting to receive all of their 
full compensation out of Citiwest. They had not received that 
money, and then my question, of course, to them was, if you 
haven’t been paid from the first contract, why are you now with In- 
town, in this boat with those of us who came on board just with 
Intown? Their response was, well, we had to work. Those people 
are probably still with Goldenfeather. 

But I just have a question, because I am really not understand- 
ing what Mr. Apgar just said to us. I am trying to understand, are 
you saying that if we put hens on the property, we will get paid, 
because you are saying you are going to pay off the vendors that 
put hens on the property. We were advised against putting hens 
on the property by some attorneys who had done work for HUD, 
because we have called, I think, every agency in this government 
trying to find out how we get remedy. We were advised against 
putting hens. But what I seem to be hearing you say is that if we, 
as small vendors, put hens on the HUD property, then you will pay 
us our money. I am just asking for clarification. 

Mr. Mica. Secretary Apgar, she raised the question, and I think 
you addressed how the lien folks — and you did say that in some 
States you are in a bonding situation, so there are some that 
aren’t. But what about also this question of nonlien obligations? 

Mr. Apgar. It is my understanding that State law enables con- 
tractors of this type to place hens against the property as a way 
of securing an interest. I am particularly mindful of the fact that 
many of these contractors are literally the folks who cut the glass 
and do small chores all the way up to substantial rehab contrac- 
tors, and that is essentially a way of getting around issues of bank- 
ruptcy court and other complexities. So, in fact, I don’t know who 
advised Ms. Gibson as to how to pursue her rights, but contractors 
that have placed hens against the properties have secured their in- 
terest that way, and we are, in fact, moving ahead with paying 
those contractors in order to facilitate the sale of the property. 

Mr. Mica. But again, those who haven’t slapped a hen on, what 
is their recourse? 

Mr. Apgar. They don’t lose their claim, and as we work with the 
bankruptcy court, we are pursuing options so that we can pay con- 
tractors directly. 

Mr. Mica. Do you know how much money was disbursed to In- 
town before they filed bankruptcy? 

Mr. Apgar. That is a number that I would have to check on. 

Mr. Mica. I would like that information. 

Mr. Apgar. The annual contract, if they sold the properties, it 
would have been many millions of dollars. They sold so few that 
the actual disbursements were small, or less than they would have 
been if they had been performing. 

Mr. Mica. My question would be if the portion — I guess they got 
a certain amount for management and other 

Mr. Apgar. They got — for initial listing? 

Mr. Mica. Well, for their initial activities, right. 

Mr. Apgar. They got initial listing fees, that is correct. 

Mr. Mica. What percentage was it? 
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Mr. Apgar. I think it was 30 percent of the overall payment that 
they eventually received that came up front, and then 

Mr. Mica. I would like to know how much of that they did get, 
excluding money for the sales, how much money they did get. 

Mr. Apgar. Right. I will get you that figure, sir. 

Mr. Mica [continuing]. I think that is important. 

Mr. Apgar. There are no buzzes coming from the air back here, 
so I think my supporting folks don’t have that. We will give you 
the exact number. We do have these numbers, of course, in our cen- 
tral computers. 

Mr. Mica. All right. Finally, you said you had a report from the 
IG. Who signed that report? Can you tell us what office it came 
from? 

Mr. Apgar. Yes. It is the previous participation experience. It is 
the IG’s office, and it is signed by a Mary Dickens. 

Mr. Mica. Dickens? 

Mr. Apgar. I am trying to read this. It is handwritten here. Dick- 
ens. I am sure that our contracting office could give you the name 
of this person because 

Mr. Mica. Are you familiar, Ms. Kuhl-Inclan? 

Ms. Kuhl-Inclan. It is Mary Dickens, yes. 

Mr. Mica. Mary Dickens. What office of the IG? 

Ms. Kuhl-Inclan. She works in our Office of Management and 
Policy. 

Mr. Mica. All right. Would you provide us with a copy of that 
report for the record? 

Mr. Apgar. Yes. Be happy to. 

Mr. Mica. Without objection, those reports will be included as 
part of the record. 

[The information referred to follows:] 



52 


NOV-03-99 WED 09:26 


FfiX NO. 215+65663453 


N^^^gomponern O' 

Intormatio^RequesteC ‘J (/ 

(Name ot Iriaiviauat and/or Firm - Usi Aiph^efieasiy) 

(^xOaJuA^iM^ 



Previous Participation Exp tnce a^dS^Sio^mlnt 

Office of Inspector General 

(See Instructions and Privacy Act Notice on Back) 


P; Request tor Previous Pa rttcipaf ion Experience 

To: WTice of Inspector Generai ’ 1 From: Assist! Reglon 5 


1 From: Assist! Reglon^dmirasttator or Field Office 




I Sodat Security andAv 
I Treasurt Number 


city, State, and Zip Code 


(U; anal sheet of paper it n»se5s ary) 

Oate^ Application j Type of Contract 


Protect Number . _ Lccafl 

ii>F 
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Solicitation R-OPC-2I230 


Page 1 of 2 


A3set Management Specialist, Inc. 
.Alternate Asset Management Company 

ail Service Industries. Inc. 

^ntown Management Group, 

rR g a l t yC o — 


Leviltown, PA 19057 
Northbrook, IL 60062 
Bethesda, MD 20814 
Atlanta, GA 30303-1906 
Memphis, TN 38104 


Vero Property Management 
Forbes Realty Inc, 

Prose, Inc. 

First Preston Management 
Centre Properties 


Vero Beach, FL 32968 
Fort Myers, FL 33907 
Nashua, NH 03060 
^Dallas, TX 75244 
''Flouston, TX 77058 


C&S Property Managers 
CMS Property Management 
Gillette Holdings Ltd. & 

The Magi Group 

California Managers Brokers Appraisers, Inc. 


Blue Mountain, MS 38610 
Hanover Park, IL 60103 
San Antonio, TX 78221 


Reseda, CA 91335 


CiriWest of Georgia, Tnc, 

CitiVVest Illinois, Inc 
CitiWest Missouri, Inc. 

CitiWest Virginia, Inc, 

Covenant Real Estate Management Co., Inc. 


Atlanta, GA 30329 
Chicago, IL 60607 
St. Louis, MO 63144 
Virginia Beach. VA 23462 
Atlanta, GA 30328 


El Hamm & Assoc., Inc. 
Centre Interests, Inc. 
Guardsman Realty Compnay 
Horizon Consulting, Inc 
Michaelson, Connor & Boul 


Virginia Beach, VA 23462 
Houston, TX 77058 
Atlanta, GA 30339 
Falls Church, VA 22043-2615 
Huntington Beach, Ca 92649 


AFR &. Assoc. Inc & 

Holbrook & Assoc Consultants, Inc 
Countiyside Agency LLC 
Sykes-CitiWest JV 
Metec Asset Management LC 


Ft- Lauderdale, FL 35324 


FairSeld, CT 06430 
Houston, TX 77002 
Vliaini, FL 33131 


The Urban Group, Inc, 

Smith R, E & The Urban Group 
Special Properties, Inc. 

Southeast Alliance of C/C Specialist ? 


Fort Lauderdale, FL 33316 
Atlanta. GA 30309 
Lake Ridge, VA 22192 
Dallas, TX 75244 


P. 06 


1 fo^ns 
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r.IST OF OFFF.RORS 


Solicitation R-OPC-21230 


Page 2 of 2 


Down Payment, Inc. 

Harser Management & Leasing, Inc. 

Federal Property Management Co. 

Centre Interests, Inc. Dba Centre Properties 
Advanced Research and Appraisal 


Lakeland, FL 33813 
Binghamton, NY 13901 
Frankfort, IL 60423 
Houston, TX 77058 
Hollywood, FL 33021 


National Alliance of Foreclosure Specialists 
M.K. Real Estate Service 
First Preston Foreclosure Specialists 
Golden Feather Realty Svc. Inc. 

DFW Group 


Dallas, TX 75244 
Westminster, CO 80030 
Dallas, TX 75244 
San Antonio, TX 78231 
Cedar Hill, TX 75104 


Gall Service Industries, Inc. 

Westfall & Company 

Kenneth L. Monson dba M3 Real Estate Services 
David Jones Realty 
DelclosAValsh Assoc, Inc, 


Bethesda, MD 20814 
Westminster, CO 80030 
Reynolds, ND 58275 
Reseda, CA 91335 
McLean, VA 22101 


Builders Alliance, Inc, 

Law Office of George E. Hill 
MiOh Management LLC 
Longley Jones, Inc. 

AMS. Inc. 



.Litown Pcoperties 

housing services, me. 

M G, Real CorpTRevere Financial 
J2 Investment Inc. 

World Sales Company 


Ridgefield, CT 06877 
Manchester, CT 06040 
Cleveland, OH 44128 
Syracuse, NY 13203 
Levittown, PA 19057 


Atlanta, GA3030 3-I9Q! 


Costa Mesa, CA 92626 
Montebello, CA 90640 
City of Industry. CA 91748 
Riverside, CA 92506 


R.S.F, Systems, Inc. 

California Managers Brokers Appraising, Inc 
Optima Property Management Group 
Electronic Real Estate Services 
Berry Realty & Associates 


West Jordan, UT 84084 
Reseda, CA 91335 
Oakland. CA 94612 
Tacoma, WA 98466 
Phoenix, AZ 85036 


P.07 


PEMCO Ltd. 

Foster Realty 


Honolulu, HJ. 96814 
Waianae, Hi 96792 
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HUD mmmmQ 


FAK NO. 215+656+3453 


P. 08 


The Office of Inspector General has chec*:ed these subjects 
against records created by the OXG as a result of OXG Audits # 
Investigations. These subjects have not been checked against the 
Government-wide List of Patties Excluded from Federal Procuraaent 
or Nonprocurement Programs, Social Security Numbers or any other 
sources . 


REVIEWED <5^-^ 




HE HAVE ai BERRY REALTY AND ASSOCIAHS, ELBCHtOSIC REAL ESTATE SffiVECES. 

PLEASE CALLED EDHASD J. DEIjrSCH ON 708-2650 EXT. 414. 
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Michaelsoa, Connor & Boxil, Inc 
5151 Oceanus Drive, Suite !08 
Huntington Be aciili,CA 92649 ^ 

Intown Management Group, LLC 
100 Peachtree Street, Suite 450 
Aflanta, GA 30303 


Pemco, Ltd. 

1600 Kapiolani boulevard. Suite 1130 
HonoMu, Hawaii 96814 

CMWest Properties 

635 West Indian School Road, Suite 208 
Phoenix, AZ 85013 



(' First Preston Foreclosure Specialists 
1 2240 Inwood road. Suite 400 
Dallas, TX 75244 

Golden Feather Realty Services 
Lr 1 3409 N.W. Mililary Highway, Suite 210 
San Antonio, TX 78231 


Just Valuation, Inc. 

— ' 222 S. Westmonte Drive, Suite 105 

P. O. Box 160817 
Altamonte Springs, FL 32716-0817 



Horizon S/W Properties 
2440 Texas Parkway, Suite 219 
Missouri City, TX 77489 




Sykes Conununications 
1010 Lamar 
Suite 1350 
Houston, TX 77002 

Southeast Alliance of Foreclosure Specialists 
12240 hiwood road, Suite 400 
Dallas, TX 75244 


P. 03 




Results of SheeKs Rovesiod the fellewing: 
n No infonmaDon 




Sat forth below is a short resume of infixmalSon discJosed 
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FAX NO. 215+656+3453 


P. 04 


The Office of iBspeohor Generei hes cbcekea these eahjects 
against records created by the oiG as a result of OIG Audits, 
Investigations. These subjects have not been eSiecKed against the 
Covemisent-wide hist of Parties Excluded froia Federal Procureaent 
or Nonproeureaient Prograsts, Sociaa Security Kunbere or any other 
sources. 


REVIEWED 


DATES- 


® ON HDKIZDN SWINGS ASSOCimON. CAUED H3B«© J. DHUSCH « 

Cas<2~ ^ 
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November 22, 1999 


ffiongrcaa 
0f He 
InitEii B^atEH 
Bmise nf HcprcHEntatiucB 
JOHN F. TIERNEY 

MASSACHUSETTS 
SIXTH DISTRICT 



The Honorable John Mica 
Chairman 

Subcommittee on Criminal Justice, Drug Policy and Human Resources 
Committee on Government Reform 
B373 Rayburn 

Washington, D.C. 20515-6148 
Dear Chairman Mica; 

As a follow-up to the Subcommittee on Criminal Justice, Drug Policy and Human Resources 
November 3, 1999, hearing entitled. Changes at HUD: Promoting Home Ownership or Agency 
Image?, I write to request that the following questions be forwarded for responses to the Honorable 
William Apgar, Assistant Secretary for Housing, Department of Housing and Urban Development. In 
addition, I request respectfully that my questions and the answers received be placed in the record. 

1 . Prior to the consolidation of Single Family activities and contracting out under the Marketing 
and Management Program (M&M) contracts, the Denver Office conducted a pilot project, 

IDEA No. 08.00-92-023-0. The pilot project ran for thirteen months from July 20, 1993. 

Under the pilot, HUD employees were used to conduct all work currently done by the Real 
Estate Asset Management (REAM) contract, which preceded the M&M contractors. An 
agency memorandum dated August 31,1 994, reported: 

the average number of days from acquisition to list for the 74 
[pilot] properties is 51.1 while the average for our REAM is 
105.2 days, more than twice as long. At $20.25 per day, our 
current holding cost, that equates to an additional cost of 
$1,095.52 per property . . . Likewise, the average cost to 
prepare [pilot] properties for sale is almost half that of the 
REAM’S cost, $1 ,350.48 vs. $2,63 1 .58. 

Under the pilot project, one employee was assigned 
responsibility for the 74 projects. The employee "saved this 
office $167,500 in holding costs and $156,294 in repair costs 
for a total of $323,794 over the past thirteen months . . ." 

Those savings were realized with only 74 properties. The 
savings are potentially staggering when considering the 
thousands of properties in HUD’s inventory. 

COMMITTEES 

EDUCATION & THE WORKFORCE 

SUBC ON POSTSECONDARY EDUCATION. TRAINING A LIFELONG LEARNING 
SUBC ON EMPLOYER-EMPLOYEE RELATIONS 

GOVERNMENT REFORM & OVERSIGHT 

SUBC ON NATIONAL ECONOMIC GROWTH. NATURAL RESOURCES S. REGULATORY AFFAIRS 

HAVERHILL (97^ 463-1942 17 PEABODY SQUARE 

LYNN {781) 595-7376 PEABODY. MA 01960 

(978) 531-1669 


120 CANNON 
WASHINGTON, O.C. 20515 
(202) 225-8020 

tittprWwww.house.govyiierney 
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Given the documented failures of M&M contractors, and the documented 
savings that can be realized when HUD staff is used, when will HUD 
move this work back to HUD staff? 

2. The Office of Inspector General Audit No. 99-PH-163-0002 referencing HUD 
contracting, reported on the M&M contract and the proposed Section 8 Contract 
Administration contract. An introductory paragraph to this portion of the Audit states: 

While the management and marketing contracts and the 
Section 8 contract administration proposals provide for 
privatization of functions previously performed in-house, 
there was little evidence to show that Department seriously 
considered the costs or effectiveness of HUD staff 
performing these functions versus the costs of contracting 
for these functions with the private sector, in compliance 
with 0MB Circular A-76 procedures. Simply speaking, it 
would follow that if top management’s reorganization 
policies provide for reductions in staff and the privatization 
of HUD business, then these decisions have been made 
without evaluating the costs and benefits of these actions. 

Ultimately, these are the types of decisions that perpetuate 
the management problems that exist at HUD and will 
continue, if management does not recognize the need for 
up-ffont cost analysis and sound business decision based on 
a disciplined approach, as provided for under A-76 
requirements. (Audit at p. 9.) 

According to the Audit, the agency contracts out approximately $800 million per year 
without cost comparisons meeting 0MB A-76 guidelines. (Audit at pp. 1 and 9.) When 
does HUD plan to begin comparing the cost of maintaining HUD staff versus the cost of 
contracting for functions with the private sector? Will HUD publish the cost 
comparisons? 

3. It appears from the Audit that the agency did a non-OMB A-76 cost comparison for the 
Section 8 Contract Administration contract. The Audit reports that the cost comparison 
was flawed, inflating the inventory to be contracted out (22,000 versus 1 8,000) and 
assuming caseloads for HUD staff well below that of State Housing Finance Agencies (14 
versus 25). Nonetheless, the Audit states. Although HUD’s analysis appeared to 
significantly overstate in-house requirements, it still showed that the estimated cost of 
performing the work in-house was $38 million less than the cost of contracting out. 

(Audit atp. 16.) 

Given the savings to be realized from maintaining this work in-house, 
when will HUD cancel its plans to contract out this work? 
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4. The Section 8 Contract Administration contract will result in the outsourcing of "a core 
HUD business function that, for the most part, is done in-house.” (Audit at p. !6.) The 
Inspector General has warned that the Section S Contract Administration contract "could 
adversely affect the integrity of the Section 8 program because; 

• contracted services are typically used to enhance in-house capability, 
not replace an entire business function. 

• contracting out subjects the entire program to uncertainty." 

. (Audit at p. 16.) 

Given the potential impact on Section 8 program integrity, when will 
HUD cancel its plans to contract out this work? 

5 . The Audit reports that the extra cost of the contract "will be absorbed by the Section 8 
program, reducing the amount of funds that could be provided to intended beneficiaries." 
(Audit at p. 17.) In the FY 2000 budget, a Section 8 housing certificate for a homeless 
individual or family was estimated to cost $5777.77 annually (18,000 certificates cost 
$104 million). Even using the agency’s flawed cost analysis, more than 6500 
certificates will be lost annually if these contracts go through. 

Given the impact on homeless families, when will HUD cancel its plans 
to contract out this work? 

Chainnan Mica, I thank you in advance for submitting these questions to Mr. Apgar, and I look 
forward to continuing to work with you and the Subcommittee on Criminal Justice, Drug Policy 
and Human Resources staff on this important subject. 



JFT/tlc 

cc: The Honorable Patsy Mink 

Ranking Member, Subcommittee 
on Criminal Justice, Drug Policy 
and Human Resources 
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rUD CIR -» 3^251154 N0.97S S02 


U. S. Departmsnt of Houstns sntf Urban Oav^ojamer^ 
yVashinsuNi. O.C. 20410'800a 


OEC 6 m 

OFFICE Of^ TWE A^^ANT SECRETARY 
mR NOU^&FEOeBAL HOUSiNQ COMM(SS<Ot«^ER 

I&iiCTable JctoF. Tiemey 
U.S. Eicuse ofRcpresent&tiv^s 
Waaiungtoii, DC 


vT/ 


Ccttgressman Tiem^: 

inbiRk you £br your ongoing interest in the Federal Hou^g Administfstion (HiA). I am 
pleased to submit the Mowing responses to questioos you posed in a letter dated Noven&er 22, 
1999 . 


FHA*s Management and Marketing Contracts 

1. <3i^^ the doaimeated failures of M&M contracmrs, and the documented saMitgs that can be 
realised when HUD staff is used, when will IFUD move this work back to HUD staf^ 

A. As 1 indicated in both my written and oral te^imony before the Subcomininee on C^iimnrd 
Justice, Drag Policy and Human Resources, the overall Management and Marketing (M&&0 
ttutiatiw has been very success&l. the first six months of operation, six of the seven private 

contractors (excluding InTows Management Group) demonstrated that they can sell KUD Homes 
much &ster and at a mush hi^er return than HUD did under the old REAM systeia In the first 
six monfiis of operation, these six contractors have; 

• Increased ffUD’s average grass property sales price from SSS,S15 one year ago. to 
S73,254 - an increase of 25 percent, or $14,439 per properQr; 

■ Increased FBA's net return on sale, the percent of property market value we net afrer 
pa^g all costs associated with managing the property, from 79.30 percent one year ago to 
81.26 percent. This improvement represents tremendous progress toward one of the primary 
program goals I articulated to die full Committee in March: to improve our net return to 
8L40 after one year of operation under the M&M initiative; 

• Increased FBA*x recovery as a percentage of the mortgage insurance claim from S9.$4 
percent to 67.53 percent — an improvement of $3,243 on averse per property; 

• Reduod the average time it takes to sell a property. On average, the M&M contractors 
tookotdy in days to sell properties, a vast improvement over HUTJ'spriorperformanE*. 

Based on ftiese results, I respectfully disagree wHh the assertion that the M&M 
contractors have been a feilure. Although one of the seven contractors. InTown Man^ement 
Group, did fail miser^ly, the majonty of the M&M contractors are performing very wdl. 
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la regard to the Den\^ pOoi menHoned in your letter, it geaer^y did not produce result 
fliat livai the M&M contrselors performance. For Instance, in aU M&M contract areas, other thaa 
those previously managed by faTown, contractors are takiag between 20 and 29 days from 
property acqaiaitton to Hat, compared to the Denver pilot’s average time of 5i days. In all other 
aspects ofREO property management and marketing too, our private contractors are performing 
better than HUD did under our old tysiem. Therefore, I do not beUeveit is m the Department's 
best int«’est to mum this wotk to }JUD staff. 


FBA^g Contract Adminiatration Initiative 

The Department cunently contracts with public housing agendes across the country to 
l^ifrirm ccmtraet administn^on services &r our project-based Section S portfolio. As ycnir lett^ 
indicates, oirrenUy HUD is involved m an effort to expand its use of third-party contract 
admimstrators. Thnsjghout this year’ s budget process, the Department has worked dosely with 
both the House and Senate Housing i^propriattoi^ Sub-Committees to explain the importance 
and value of this effort to HUD’s responsibility of protecting the public trust. Furthermore, we 
woiiced dosely with HUD OSce of the Ihapector General to both develop the request for 
prt^sals that is the basis for the procurement of «mtract administration services ami to devdop 
monitoiiog and oversight procedures to ensure that the appropriate controls are in place to assure 
dial the S^ion 8 program’s integrity is not compromised by this effort. 

Our work and cooperation with each of the Housing Appropriations Sub-Conunittees and 
our own Office of the Inspector General strengthen the Depanmeni’s resolve that expanded use 
of third-party contract administrators will help to improve oi» management of project-based 
S^on S pr^olio. 

Bdow, we address each of your questions spedfically: 


2, When will HUD conduct a cost comparison to jurtify contracting with tlurd parties to pofbnn 
Section B Contract Administration? 

A. HUD already has provided detailed cost comparison information and analysis and briefbd the 
relevant staff of both the House and Senate Housing Appropriations Sub-Committees on the 
initiative to contract with third parties to pefform Contract Administration. Attached you will 
a Fiscal Analysis that HUD provided to these Sub-Committees, These Sub-Committee used 
llus analysis as the baais for their decision to support of the Contract Administration initiative in 
tlds yw’s HUD Appropriations Bill. 


3. Given the sawngs to be realized from malntaiiung this work in-house, when will HUD cancel 
its plans to contra out this work? 

A. To perform contract administration services in house would require aver 1400 en^byees, an 
unrealistic growth giventhe reluctance of Congress to expand HUD’s workforce. frideed,as 
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us, DEPARTMENT OF HOU9NG AM> URBAN DEVELOPMENT 
WASWNCfrON, D.C. 204 104500 


OFFICE O? raE INSPECTOR GENERAE 


November 30, 1999 


Honorable John L. Mica 

Chairman, Subcommittee on Criminal Justice, 

Drug Policy and Human Resources 
Committee on Government Reform 
U.S. House of Representatives 
Washington, DC 20S15 

Dear Mr. Chairman: 

This is In response to your letter of November 10, 1999, 
with two follow-up questions to the hearing on Community Builders 
and the Management and Marketing Program. 

1. Performing Background Checks for Potential Contractors of 
Federal Contracts. 

Q. Please describe any background check requirements that the 
Office of Inspector General may be responsible for 
completing in order to establish the contractor' s 
suitability and eligibility for a major procurement 
contract . 

A. Chapter 6 of HUD Handbook 2000.3 REV-3, Office of Inspector 
General Activities, describes the previous participation 
check performed by the OIG. The OIG assists the Department 
by identifying any information in our files regarding the 
individual or contractor. This information would generally 
be information developed in the course of audits or 
investigations. Our office does not perform suitability 
determinations. Section 6-8. b. of the Handbook states: 

"It is important to note that it is not the responsibility of 
the OIG to decide whether to conduct business with the 
individuals or firms requesting to participate in HUD 
programs or activities . The OIG only supplies information 
for program management to use in making decisions." 

The OIG's previous participation check is not part of the 
Agency's normal contractor background check required by 
Subpart 9.4 of the Federal Acquisitions Regulation. 
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2. Previous Participation Check for InTown Management Group. 

Q. Please describe what request HUD made of the OIG in 

considering Intown for a major procurement contract, and what 
actions OIG took in response. 

A. On December 8, 1998, the HUD contract specialist filed an 
information request with the OIG for Intown Management 
Group, LLC, as well as nine other potential contractors. 

On December 9, 1998, the OIG responded with no information 
found for Intown Management Group, LLC. 

We would be happy to provide you any additional informa- 
tion. Should your staff have any questions, please have them 
call me on (202) 708-0364. 


Sincerely, 

1 -^ 

Kathryn Kuhl- Inclan 
Assistant Inspector General 
for Audit 
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QUESTIONS FOR ASSISTANT SECRETARY WILLIAM APGAR 

i . Issues of Contract Award to Intown Management Group, LLC. (Intown) 

Your testimony indicated that an insufficient background check was performed on Intown by a 
clerk for the Office of Inspector General (OIG). You and other HUD officials approved the 
contract providing more than $367 million to Intown, covering 27 states and representing the 
largest marketing and management contract awarded. Almost six months later. Intown filed for 
bankruptcy, leaving subcontractors and purchasers without payments and in legal limbo. Despite 
previous bankruptcies involving an Intown partner, as well as a felony conviction, you indicated 
that your office was not responsible. 

Records indicate that, in December 1998, OIG performed a check for HUD on ten businesses, 
including Intown, that were being considered for management and marketing services. The 
check by OIG reported back to HUD as follows: 

"The Office of Inspector General has checked these subjects against records created by 
the OIG as a result of OIG Audits, Investigations. These subjects have not been 
checked against the Government-wide List of Parties Excluded from Federal 
Procurement or Nonprocurement Programs, Social Security Numbers or any other 
sources.” 

Given that OIG simply checked its own records for past problems identified within its records, 
and informed HUD accordingly, why would you and your officials consider this to be the 
primary check on Intown's past performance problems, previous criminal violations or suitability 
for this contract? Is this how FHA and HUD normally ensure due diligence in its contracting — 
only having OIG check its own records? Why did HUD and FHA fail to perform a more 
comprehensive check on Intown? Are past bankraptcies and a felony conviction unrelated to 
past performance? Please explain completely how HUD fulfilled every requirement of the 
Federal Acquisition Regulations (FAR), including Subpart 9.4, and other pertinent Federal and 
business standards for awarding a contract of this magnitude. 

2) Contract Reforms and Remedies for Intown Contract Default 

What reforms have you made to prevent the recurrence of a major contract award to an 
unreliable contractor? Have reprimands or other disciplinary or remedial actions been taken 
against you or others involved in this matter? Do you feel that your testimony in blaming an 
OIG clerk for the deficient check on Intown was both accurate and complete? Describe and 
explain fully each deficient action of your office or others within HUD in approving the Intown 
procurement contract. Include the names and positions of procurement officials involved in 
approving this contract, and explain the contributions of each. What is the estimate of total costs 
of this award to Intown? Explain fully the basis for your cost calculations. How soon will 
Intown subcontractors and impacted home purchasers be reimbursed for expenses or 
compensated for losses? Explain fully the reimbursement process and damage awards likely to 
result. Which HUD officials will be responsible for handling reimbursement claims? 



67 


ADDITIONAL QUESTIONS FOR MR. APGAR 
(FROM OFFICE OF U.S. REP. JOHN M. SHIMKUS) 

Background (Springfield, Illinois case); 

Congressman Shimkus office was initially contacted by George TitJcham on August 27, 1999 
regarding the status of the property at 427 W. Vine St., Springfield, Illinois. The property had 
been purchased with a HUD guaranteed loan and subsequently foreclosure had taken place on 
the property. Between August 27 and November 2, 1999 Congressman Shimkus office 
coordinated with Mr. Tinkham and the HUD community builder to determine the status of the 
property and to work towards HUD selling the property to a responsible owner. 

Mr. Tinkham knew of a person that was interested in purchasing the property who would have 
been a good homeowner. The HUD Community Builder worked at finding out the status of the 
property (i.e. when it would be on the market) and at having the property maintained while the 
disposition process moved along. 

On September 14*, tires and garbage were removed from the property, but the gutters wete still 
in disrepair, causing Mr. Tinkham’s basement to flood The yard was also still overgrown. The 
potential buyer was still interested, and our office contacted HUD again but were still unable to 
get any information on how to purchase the property. 

During the week of October 8*, a Golden Feather Realty Co. for sale sign was placed in the 
window of the home. The sign indicated that any interested party should contact any local 
realtor for more information. Mr. Tinkham called a local realtor and asked for information on 
the property. The realtor looks into the property and is told by Golden Feather that they have no 
information on the property because HUD has not yet transferred the records. Golden Feather 
also tells the realtor that there is an 8-page application that must be filled out and approved 
before they can do business with HUD owned properties. 

A City of Springfield official tells Mr. Tinkham that they have cited the property owner for 
causing a nuisance by not having gutters. The property owner was given a few months to solve 
the problem. 

On October 9*, HUD Community Builder informs our office that Golden Feather is a new 
contractor since In Town lost it’s contract to provide maintenance and marketing on September 
30*. The HUD Community Builder seems to have found a receptive staffer at HUD offices in 
Chicago and forwards the information we have gathered about the property to him in Chicago for 
more information. 

By October 31, no one has heard anything, but Mr. Tinkham did speak with a realtor who is 
showing the house to a prospective buyer. The realtor tells Mr. Tinkham that the house went on 
the market on Friday, October 29"’ and that all bids for the property are due by close of business 
on Tuesday, November 2”". The family looking at the home received notice of the home going 
on the market via a postcard. 
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Questions; 

1 ) Why doesn’t HUD realize and acknowledge that they have this property and why can’t they 
readily tell you their level of involvement in the property (i.e. loan guarantor, property holder 
etc.)? 

2) Once HUD recognizes that they are receiving the property back, why isn’t there work being 
done by the contractors to make the property marketable? 

3) Why is it so difficult for interested parties to get information on the property from the 
contract liquidators? 

4) The for sale sign says to contact any local realtor for more information. Shouldn’t the sign 
state any approved realtor and provide a phone number where a list of local approved realtors 
could be obtained? 

5) Through this process, Mr. Tinkham received some information on the property through the 
Internet, and the information on the HUD properties for sale is on their website, but, not 
everyone has Internet access. Why is the Internet the only way that HUD is marketing these 
homes? Many of the prospective homeowners do not have Internet access and this limits 
their ability to know about properties for sale. Why is there not a centralized location with 
property information posted? Or, why isn’t there a toll free number for people to call for 
more information? Further, if there is a method of receiving infoimation via postcard, why 
isn’t that option readily offered to interested parties? 

6) How is it that the local HUD offices are not aware of the properties in their own 
communities? It took several attempts by the Commimity Builder to find any information on 
the property. Why isn’t that information easily and readily available to the HUD employees 
working with the public? 

7) Why is there only a 3 business day window of opportunity for prospective buyers? How are 
people supposed to see the home and have it inspected in 3 days? Why isn’t there a more 
reasonable window of opportunity for buyers to see the home, have it inspected and arrange 
financing before they turn in a bid? 

8) Why isn’t there a more readily available means to contact the property managers for 
reporting problems with the property, find out who is responsible for the property, and 
learning about the property? 

9) Why isn’t it made clear how and who you contact about HUD properties for problems and 
more infoimation? Why isn’t it prominently displayed in empty homes like the one next 
door to Mr, Tinkham? 


Background (Godfrey, Illinois case): 

In June, Congressman Shimkus’ office was contacted by the village clerk in Godfrey, Illinois 
regarding a property at 3405 Forsyth. The property was not being maintained and the village 
had been in contact with HUD repeatedly about repairing and cleaning up the property. 

The Village of Godfrey had been besieged by complaints from angry neighbors complaining of 
decreased home values, rats, snakes, and tack of action to correct the situation. Perhaps most 
disturbing is the improperly enclosed in ground pool which presents a danger to the children of 
the neighborhood. The house is rundown, damaged and vacant. 
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Madison County tax records show that HUD is the lender, and HUD states that the property is 

still under the jurisdiction of the lender. 

Since June, Congressman Shimkus’ office and the HUD Community Builder have worked to 

have the situation corrected, but it still remains a problem. 

Questions: 

1 ) Why isn’t this property maintained? 

2) Why won’t HUD accept responsibility for the property and acknowledge their ownership of 
the property? 

3) Why did it take until November 1 for HUD to acknowledge to their community builder the 
status of the of the property? 

4) If the property is between two contractors, why is there no mechanism in place to ensure that 
the property is maintained? 
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U. S. Department of Housing and Urban Development 
Washington. D.C. 20410-8000 


1 


OFFICE OF THE ASSISTANT SECRETARY 

FOR HOUSING-FEDERAL HOUSING COMMISSIONER 


Honorable John Mica 
Chairman 

House Subcommittee on Criminal Justice, Drag Policy and Human Resources 
Dear Chairman Mica; 

Thank you for this opportunity to provide additional information and clarification 
of the record by responding to the additional questions posed by the Subcommittee in 
relation to the U.S. Department of Housing and Urban Development’s (HUD) contracting 
with InTown Management Group. I am deeply concerned that statements I made at the 
hearing may have been taken out of context and misconstrued by the press, the Office of 
Inspector General (OIG) and by Subcommittee staff. Therefore, I appreciate this 
opportunity to respond further to the Subcommittee’s questions. 

First, I would like to reiterate that HUD's Office of Procurement and Contracts 
(OPC) and Office of Housing (Housing) followed the highest standards for federal 
acquisitions in contracting with InTown Management Group (InTown). InTown was 
selected from among more than 170 applicants (one of the most competitive 
procurements in HUD’s history), by a twelve member Technical Evaluation Panel (TEP) 
consisting entirely of senior career staff. Moreover, HUD’ s contracting officers followed 
ail applicable FAR requirements to determine that InTown met or exceeded the standard 
for contractor responsibility, satisfactory prior performance, including extensive 
performance on several prior federal contracts, and demonstrated organization, 
experience and technical skills necessary to perform all services required in HUD’s 
Management and Marketing (M&M) contracts. 

What follows is: (1) a more detailed explanation of all contracting steps OPC and 
Housing took, consistent with FAR requirements, in awarding M&M contracts to 
InTown; (2) additional information on the Previous Participation Review process 
administered by HUD’s Office of Inspector General (OIG); (3) information on the cost of 
InTown contracts, the names of contracting officials who administered the InTown 
contracting action in a manner fully consistent with FAR and an explanation of HUD’s 
process for payment of form InTown subcontractors' liens on HUD properties. 
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HUD Followed All Applicable FAR Regulations in InTown Contracting Action 

HUD’s OPC and Office of Housing met or exceeded all applicable FAR 
requirements in conducting the InTown contracting action. The Federal Acquisition 
Regulation (FAR) require.s that every offeror selected for contract award be determined 
by the contracting officer to be responsible. FAR defines the requirements for 
responsibility at Subpart 9.1, “Responsible Prospective Contractors,” specifically at 

9.104. (Please note that Subpart 9.4 “prescribes policies and procedures governing the 
debarment and suspension of contractor” and not procedures for determining the 
responsibility of prospective contractors.) In accordance with FAR 9.105-2, “The 
contracting officer's signing of a contract constitutes a determination that the prospective 
contractor is responsible with respect to that contract.” 

HUD contracting staff performed a thorough responsibility determination of 
Intown Management Group L.L.C.’s (ITMG). They obtained and evaluated relevant 
information to determine that ITMG met all the responsibility criteria set forth at FAR 

9. 104, which includes: 

To be determined responsible, a prospective contractor must — 

(a) Have adequate financial resources to petform the contract, or the ability to 
obtain them (see 9.104-3(a)); 

(b) Be able to comply with the required or proposed delivery or performance 
schedule, taking into consideration all existing commercial and governmental 
business commitments: 

(cj Have a satisfactory performance record (see 9.204-3(bj and Subpan 42.15). A 
prospective contractor shall not be determined responsible or nonresponsible 
solely on the basis of a lack of relevant performance history, except as provided in 
9.104-2; 


(d) Have a satisfactory record of integrity and business ethics; 

(ej Have the necessary organization, experience, accounting and operational 
controls, and technical skills, or the ability to obtain them (including, as 
appropriate, such elements as production control procedures, property control 
systems, quality assurance measures, and safety programs applicable to materials 
to be produced or services to be performed by the prospective contractor and 
subcontractors). (See 9.}04-3(a).) 

(f) Have the necessary production, construction, and technical equipment and 
facilities, or the ability to obtain them (see 9. 104-3(a)): and 
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(g) Be otherwise qualified and eligible to receive an award under applicable laws 
and regulation s. 


Financial Resources Review 

To address the requirement in 9.104(a), the contracting officer ordered and 
analyzed financial reports from Dun and Bradstreet on ITMG and each of the three 
partner firms: Intown Properties, Inc., Larty Latham Auctioneers and Gonzales 
Consulting Services, Inc. Given the partnership’s new status, the Dun and Bradstreet 
report offered no infonnation on the limited liability partnership. However, the report on 
Intown Properties, Inc., the company owned and operated by Mr. Melton Harrell, rated 
the firm’s history as “clear,” financing as “secured,” and financial condition as “strong." 
There was no evidence therefore, of adverse credit or other financial conditions that 
would have had a negative impact on ITMG’s ability to provide or obtain adequate 
financial resources to perform the M&M contracts. (It is important to note that the ITMG 
limited liability partnership was created immediately prior to ITMG’s competing for the 
HUD Management and Marketing (M&M) contracts. Intown Properties with 65 percent 
interest, is the majority partner and therefore, represented the greatest potential risk to the 
performance of the contract. The contracting officer, therefore, appropriately focused the 
greatest efforts of the responsibility investigation on Intown Properties, Inc. 

The contracting officer also obtained recent annual financial statements (through 
1997) from each of the three partners’ corporations (InTown Properties, Inc., Larry 
Latham Auctioneers and Gonzales Consulting Services, Inc.). These statements showed 
each of the partner firms to have a sound financial history. The combined financial assets 
of the partners were well in excess of $15 million. 


Past Performance Review 

UMG’s ability to meet the requirements in paragraphs 9.104(b) through (d) was 
investigated through a review of the three ITMG partners’ past performance. The request 
for proposals (RFP) for the M&M contracts required all offerors to provide “a list of all 
clients, including Government and private sector, for whom the offeror has performed the 
same or similar services as those required for this RFP during the 3 years immediately prior 
to this solicitation [...]. Offerors who are newly formed without any past performance data 
must include the above noted information for all key personnel.” This requirement 
permitted HUD, not ITMG, to select the former customers of ITMG’s partners to be 
contacted, i.e., ITMG could not direct HUD to only the positive reviewers of its 
performance. The background reference assessment was conducted using criteria which 
fully comply with the requirements in FAR Subpart 42. 15 for evaluating contractor 
performance. 
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The contracting officer solicited past performance information from all HUD 
offices that had experiential knowledge of the firms via prior HUD contracts. Intown 
Properties had successfully performed approximately 40 property (mostly single family) 
management contracts for HUD since 1991. These contracts included many of the property 
ntanagement services required by the M&M contracts. Intown Properties performed well 
on these prior contracts, generally meeting all contract requirements and providing all 
required services. In fact, ITMG was, for much of the last decade, HUD’s largest Real 
Estate Asset Management (REAM) contractor. As further evidence of ITMG’s 
responsibility with regard to contract performance and management (FAR 9. 104(e) and (f)), 
many of the contracts awarded to Intown Properties were of significant dollar value and at 
times. Intown performed multiple contracts concurrently. 

Likewise, Gonzales Consulting’s and Larry Latham Auctioneer’s had very strong 
prior performance records. Larry Latham Auctioneers is one of the nation’s premier real 
estate auction firms, with prior exclusive national contracts with HUD, the Resolution 
Trust Corporation (RTC), the Federal Deposit Insurance Corporation (FDIC) and the 
Veterans Administration (VA). Mr. Latham also is a principle of the highly successful 
online real estate marketing firm, Homebid.Com, which recently was featured in a Forbes 
magazine article on successful real estate internet companies. And, Gonzales Consulting 
Services, Inc. is a successful property management and auditing and quality control 
system consulting firm, with nearly a decade government contracting experience. 
Therefore, all three principles and organizations that comprised the ITMG partnership 
had extensive track records of strong performance under multiple contracts with HUD 
and other federal agencies. 

Taken together, these three principles and ITMG had the resources and capacity to 
meet all M&M contract requirements. Their proposal for services identified a clear and 
rational division of labor, with each partner assuming responsibility for an important 
aspect of ITMG’s operation. However, once the contract began ITMG simply did not 
deliver the resources promised in their proposal for services to the Department - 
resources they had at their disposal, but they simply did not dedicate to the FHA contract 
areas. As a result, I believe ITMG misrepresented to HUD the resources they would 
devote to this contact, and in doing so may have committed a fraud against HUD and the 
U.S. government. 


Government List of Suspended or Debarred Contractors Review 

The RFP for the M&M contracts included the required FAR certification at 52.209- 
5, “Certification Regarding Debarment, Suspension, Proposed Debarment, and Other 
Responsibility Matters” (please see enclosure). It is important to note that paragraph 
(a)(l)(i)(B) of the FAR regulations specifically limits the period of disclosure regarding 
criminal convictions to a period of three years immediately prior to the submission of 
the offer. ITMG accurately certified that it (i.e., the three partners) had not been convicted 
of the crimes specified in the certification within the three-year period immediately 
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preceding IIMG’s submission of its offer pursuant to FAR regulations. The contracting 
officer is not required to request older information relevant to an offeror’s past criminal 
behavior. 

FAR 9.405 excludes contractors who are debarred, suspended or proposed for 
debarment from receiving federal contracts. To ensure that all prospective contractors are 
not suspended or debarred, HUD contracting personnel always review the most current 
“list of Parties Excluded from Federal Procurement and Nonprocurement Programs,” 
published by the General Services Administration. The contracting officer reviewed the list 
before awarding the M&M contracts to ITMG to ensure that none of the partners were on it. 

Given that no negative information related to ITMG’s creditworthiness, financial 
status, past performance, ability to perform the contracts was discovered by this thorough 
responsibility investigation, we believe that the contracting officer acted appropriately and 
in complete accordance with the responsibility determination requirements of the FAR in 
awarding the contracts to fTMO. Information about a 25 year old forgery conviction of one 
of the partner’s principals does not change this conclusion. Intown Properties satisfactory 
performance in over 40 contracts for HUD since 1991 was demonstrable evidence of their 
capacity and ability to perform. ITMG’s termination for default is not related to what one of 
their principals did over 25 years ago but rather, is the direct result of what they failed to do 
under their contracts. HUD has taken swift and effective action to deal with that failure. 


OIG Previous Participation Process 

I would like to respond to your inquiry regarding the role of the Inspector General 
in this action by saying that my office has an effective and cooperative working 
relationship with the Department’s Office of Inspector General (OIG). As I know you are 
aware the Inspector General Act created the OIG to assist federal departments in their 
efforts to protect federal programs from waste, fraud and abuse. As you also are aware 
the Act provides the OIG with the authority to investigate matters involving criminal 
activity as well as civil matters which contribute to (or may contribute to) waste, fraud 
and abuse of federal program resources. In the case of the HUD OIG, Ms. Gaffney has 
asserted in a Departmental Memorandum of Understanding (MOU) between OIG and 
HUD’s General Counsel that all matters relating to criminal activity are the OIG’s 
exclusive responsibility. 

It is in this context that the Department’s Office of Procurement and Contracting 
and the Office of Housing approached the hiring of Intown Management Group. We 
have tremendous confidence in OIG’s handling of those matters within its statutory and 
agreed to responsibilities. It has always been my assumption that the procedures followed 
by the OIG are designed to effectively carryout its mission of protecting this Department 
from waste, fraud and abuse. In this case, I must acknowledge that my assumption and 
confidence in those procedures should be retracted. 
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OIG’s exclusive authority and obligation to handle all criminal matters includes 
the sole authority to conduct program audits and investigations, including criminal 
investigations, and responsibility for conducting a Previous Participation review of all 
potential contracting entities. For further confirmation that ITMG met the requirements in 
paragraphs 9.104(c) and (d), the contracting officer requested any negative information 
previously obtained by HUD’s Office of the Inspector General. This internal clearance 
pn^^ .',.,'1 ■. 0 c .‘quiicmenis oi the ItMI, is required by HUD’s internal 

procurement directive. Handbook 2210.3, “Pi'ocurement Policies and Procedures.” That 
office, as you are aware, indicated that it had no ne^tive information related to ITMG’s 
responsibility. In this case, HUD’s Office of Procurement requested Previous 
Participation reviews on two different occasions. On October 27, 1998, the Office of 
Procurement asked OIG to conduct a Previous Participation review of InTown Properties, 
the corporate entity owned by Melton Harrell that had previously held more than two 
dozen Real Estate Asset Management (REAM) contracts covering properties in more than 
twenty states and spanning a period time from approximately 1991 to 1998. Then on 
December 9, 1998, the Office of Procurement requested OIG to conduct a Previous 
Participation review of InTown Management Group, LLC, a partnership entity that 
included InTown Properties and two other companies, Larry Latham Auctioneers and 
Gonzales Consulting Services, Inc. In both instances, OIG gave Intown Properties and 
InTown Management Group, a clean bill of health. 

Moreover, Mr. Chairman, this contracting action, of all the actions taken by the 
Department over the last several years, should have produced results from the OIG 
Previous Participation system. The OIG has been auditing and investigating the Federal 
Housing Administration’s (FHA) REO operation nearly continuously for the last decade. 
During much of this time (since approximately 1991), InTown Properties, Inc., the first 
entity reviewed by OIG, was one of the largest REAM contractors, with approximately 
forty contracts covering over twenty states. Therefore, if the OIG Previous Participation 
system ever is going to serve its intended purpose, one could reasonably expect it to do so 
in this case, where it is being asked to assess the background of one of FHA’s largest 
existing contractors, in what is possibly the most heavily OIG audited program in the 
Department. 

Finally I wish to reiterate that the Office of Procurement and Contracts and the 
Office of Housing followed all relevant Federal Acquisition Regulations and generally 
accepted contracting procedures in this matter, consistent with the highest standards 
followed by other Federal agencies. Should the Subcommittee conclude that a more 
stringent review is needed, then I would be happy to work with the Subcommittee to 
fashion legislation to change the process for reviewing applicants’ criminal record in 
government contracting matters. I believe it would be appropriate for the Subcommittee 
to consider legislation which might change the process for review of criminal 
backgrounds in contracting matters, which are performed by HUD’s and other 
Departmental OIG’s. 



76 


7 


The OIG Previous Participation System. Not an Individual Staff Person. Failed the 
Department in This Case 

I would also like to clearly indicate that my criticism expressed at the hearing as 
well as in this written response, is directed toward the overall OIG Previous Participation 
system, not at any one particular OIG employee. 

Contrary to the OIG’s and your Subcommittee staffs characterization of my testimony, I 
did not blame an individual OIG employee for the deficient check of InTown Properties 
and InTown Management Group’s Previous Participation. To imply that I blamed Ms. 
Dickens, who the OIG refers to as a file clerk, is simply wrong. I believe a careful review 
of the hearing transcript will indicate that I first informed the Subcommittee that FHA 
had followed proper, established protocol in asking OIG to conduct a Previous 
Participation check on InTown Properties and InTown Management Group. Mr. Mica 
then asked a series of follow-up questions, including one that directly asked me to read 
the name at the bottom of the approval form. It was only in this context, in direct 
response to a direct question, that I staled Ms. Dicken’s name. I do not believe, nor did I 
in any way indicate at the hearing, that Ms. Dicken’s is to blame for the failure of the OIG 
system to detect criminal issues of concern to the Subcommittee. Inspector General 
Gaffney is solely responsible for the OIG systems. It is her decision to allocate OIG staff 
of various grades and experience to OIG systems, including the Previous Participation 
system. 


InTown Contract Cost 


All of the M&M contracts contained a base period and four option periods. The 
contracts only continue if HUD exercises its option to extend them. The contracts contain 
separate price factors for each contract period. Since HUD awarded only a one-year 
contract and did not grant additional option years in the case of InTown, the total estimated 
value of the InTown contracts would be more correctly stated as approximately $83 million, 
as the chart below demonstrates. The following arc the estimated total values of the base 
period (12 months) of ITMG’s M&M contracts. 


Contract 

Number 

Service Area 

Estimated 
Total Value 

C-OPC-21329 

Atlanta Area 1 

$15,196,565 

C-OPC-21330 

Philadelphia Area 2 

$8,439,971 

C-OPC-21331* 

Denver Area 2 

$6,920,656 

C-OPC-21332 

Santa Ana Area 3 

$3,945,030 

C-OPC-21338 

Atlanta Area 2 

$14,157,998 

C-OPC-21339 

Philadelphia Area 4 

$16,648,951 

C-OPC-21340 

Philadelphia Area 3 

$18,172,312 


Total estimated value, all contracts: $83,481 ,483 
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*Note: This contract was transferred to another contractor by mutual agreement of IIMG 
and the successor contractor, on May 20, 1999. At the time of termination of its contracts, 
ITMG had six contracts with a potential total value of $76,560,827. 

However, since the Management and Marketing (M&M) contracts are 
performance based with the contractor fee set as a percentage of the property sales price, 
Intown actually only received approximately $8.5 million in payments from HUD. Under 
terms of the contract, M&M contractors are paid 30 percent of the fee upon listing of a 
property for sale, and the remaining 70 percent of their fee upon sale of the property. 
Therefore, InTown only was paid only upon successfully listing a property for sale and 
completing a sales transaction. Over the course of the approximately five and-a-half 
months InTown was under contract with the Department to perform Real Estate Owned 
property management and marketing (M&M) services, HUD paid a total of 
approximately $8,531,760.09 to InTown. These payments consisted of approximately 
$7,271,424 in performance fee payments and approximately $1,260,335 in reimbursable 
costs for a limited number of eligible pass through expenses. 


Names and Positions of Procurement Officials Involved in Approving M&M 
Contracts 


Ms. Maureen Musilli, Philadelphia Operations Branch, New York Contracting Operations, 
served as the contract specialist assigned to the M&M contracts for purposes of making 
award. She performed many of the substantive actions required to publicize the 
requirement, prepare the solicitation, solicit offers, manage the technical evaluation process 
(but not perform substantive review of the technical portions of IIMG’s offers), conduct 
discussions and negotiations with offerors, prepare file documentation and otherwise assist 
the contracting officer. 

Ms. Jane Atkinson, Chief, Philadelphia Operations Branch, New York Contracting 
Operations, served as the Contracting Officer assigned to the M&M contracts for purposes 
of making award. She had primary oversight of all pre-award and award activities, 
including: publicizing the requirement, solicitation and evaluation of offers (though she had 
no substantive role in actual technical evaluation) and negotiations. 

Mr. Craig Durkin, Director, Office of Procurement and Contracts (HUD Headquarters), 
reviewed the contractor selection and the documentation of the award process. 

Mr. V. Stephen Carberry, Chief Procurement Officer, reviewed the contractor selection and 
the documentation of the award process. 
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Payment of Subcontractor Mechanics Liens 

HUD is committed to paying all legally valid mechanics liens resulting from 
InTown’s failure to pay subcontractors for work performed on FHA REO homes. To 
determine the legal validity of liens, HUD will follow applicable state laws and other 
legally binding statutes. Moreover, determination of the legal validity of liens will be 
made by attorneys in HUD’s Office of General Counsel, in consultation with attorneys 
working for closing agents retained by the Department. 

As 1 am sure you can appreciate, prior to payment of these liens HUD has a 
responsibility to verify that all mechanics hen claims are valid and supportable by 
evidence that the work was properly performed, the sub-contractor had a contract with 
InTown’s and the sub-contractor was not previously paid for the work in question. Once 
these conditions are verified, then FHA will pay in full all such mechanics liens arising as 
a result of InTown’s termination. 

FHA also will reimburse in full families who in the course of purchasing a HUD 
home, paid valid liens that resulted from work performed by former InToWn’s 
subcontractors during the time HUD owned the property. These payments will require 
the same verification as described above for sub-contractor liens. 

Please be assured that FHA will work diligently to expedite payment of all liens. 
However, due to our reliance on closing agent counsel and staff to facilitate the 
verification process, payment generally will occur at the time of property sales closing, on 
a property by property basis. HUD plans to expedite marketing for sale of all current 
properties in the inventory. Therefore, FHA anticipates all liens will be resolved within 
approximately six to nine months. 
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The following are responses to specific questions posed by Congressman Shinakus in 

regard to a HUD REO property located at 427 W. Vine Street, Springfield, Illinois. 

Questions : 

1.) Why doesn’t HUD realize and acknowledge that they have this property and why 
can’t they readily tell you their level of involvement in the property (i.e. loan 
guarantor, property holder, etc.)? 

A. HUD normally can provide same day verification of whether or not a property is in 
our current inventory. For information on current property listings the public as well 
as real estate brokers can access internet listings of all properties currently offered 
through HUD’s web site at www.hud.gov. Unfortunately, in this case, it sounds as 
though your constituent’s inquiry came to HUD during the transition from InTown 
Management Group to Golden Feather Realty, which now is responsible for all 
properties in the Springfield area. Delivery of all property case files was delayed 
approximately eight days following InTown’s termination on September 22, 1999, 
due to InTown’s refusal to turn over the documents upon termination of their 
contracts. However, all case files were transferred to Golden Feather Realty on 
September 30, and over the last approximately seven weeks. Golden Feather has 
made tremendous progress listing properties for sale, and completing sales 
transactions. 


2. ) Once HUD recognizes that they are receiving the property back, why isn’t there work 

being done by the contractors to make the property marketable? 

A, Terms of FHA’ s M&M contract require all contractors to immediately secure and 
begin maintaining all REO properties immediately upon conveyance from the lender. 
Furthermore, the contract requires contractors to complete an initial property 
inspection with 24 hours of conveyance, and complete a property appraisal within ten 
days of conveyance. Therefore, when contractors are performing up to HUD’s 
standards, the properties should be listed for sale within approximately 20 to 30 days 
of conveyance. 

3. ) Why is it so difficult for interested parties to get information on the property form the 

contract liquidators? 

A. Now that InTown Management Group has been temninated, it should be much easier 
to receive information on HUD/FHA properties. Golden Feather can be reached by 
phone at (312) 251-1600, and all current property listings can be viewed on the 
internet at Golden Feather’s web site www.goldenfeather.com or HUD’s web site at 
www.hud.gov. 
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4.) The for sale sign says to contact any local realtor for more information. Shouldn’t the 
sign state any approved realtor and provide a phone number where a list of local 
approved realtors could be obtained? 

A. HUD will gladly consider your suggestion to change wording on the sign. However, 
one of the advantages of referring the public to any licensed real estate broker is that it 
serves to promote even greater interest in our properties among the public and the real 
estate brokerage community. In fact, as part of the M&M initiative, FHA has tried to 
encourage more real estate brokers to participate in our sales programs and broaden 
the demand for our homes by requiring contractors to list all homes on the Multiple 
Listing Service (MLS). We believe that these efforts are part of the reason the M&M 
contractors have been setting sales volumes records for FHA over the last several 
months. 


5.) Through this process, Mr. Tinkham received some information on the property 
through the Internet, and the information on the HUD properties for sale is on their 
website, but, not everyone has Internet access. Why is the Internet the only way that 
HUD is marketing these homes? Many of the prospective homeowners do not have 
Internet access and this limits their ability to know about properties for sale. Why is 
there not a centralized location with property information posted? Or, why isn’t there 
a toll free number for people to call for more information? Further, if there is a 
method of receiving information via postcard, why isn’t that option readily offered to 
interested parties? 

A. In addition to the internet, HUD lists all its homes on local multiple listing services 
(MLS), the most widely used marketing mechanism in the real estate industry today. 
Moreover, a list of properties currently offered for sale in Illinois is available from 
Golden Feather .Realty at (312) 251-1600. 


6.) How is it that the local HUD offices are not aware of the properties in their own 
communities? It took several attempts by the Community Builder to find any 
information on the property. Why isn’t that information easily and readily available 
to the HUD employees working with the public? 

A. All HUD staff have ready access to property inventory listings. I am sorry that we 
were slow to respond in this instance, and am hopeful that the information provided in 
this response will make it easier to your constituents to access information on HUD 
homes in the future. 
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7.) Why is there only a 3 business day window of opportunity for prospective buyers? 
How are people supposed to see the home and have it inspected in 3 days? Why isn’t 
there a more reasonable window of opportunity for buyers to see the home, have it 
inspected and arrange financing before they turn in a bid? 

A. Current HUD regulations call for an initial five day offering period for owner 
occupants only - for those home buying families who plan to live in the home they 
purchase. At the end of this five day period, if HUD has not received an acceptable 
offer, then the property is immediately offered to the general public - owner 
occupants, as well as those buyers looking to purchase the property as an investment. 
We believe that this initial five day offering to owner occupants is sound policy, 
because it promotes greater home ownership in communities across the country. In 
fact, since the start of FHA’s new M&M initiative, we have increased the percentage 
of homes sold to owner occupants from approximately 58 percent nationwide, to 
more than 70 percent. 


8.) Why isn’t there a more readily available means to contact the property managers for 
reporting problems with the property, find out who is responsible for the property, and 
learning about the property? Why isn’t it made clear how and who you contact about 
HUD properties for problems and more information? Why isn’t it prominently 
displayed in empty homes like the one next door to Mr. Tinkham? 

A. Your constituents can contact PWA’s M&M contractor. Golden Feather Realty, 
directly, or contact FHA staff at (404) 331-5001 Atlanta HOC number. The phone 
number for contacting Golden Feather Realty also can be found on signs posted at every 
HUD property in the Springfield area (Check to make sure this is happening). 
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Finally, the following are FHA’s responses to questions posed by Congressman Shimkus 
in regard to a HUD property located at 3405 Forsyth, Godfrey, Illinois. 


1. ) Why isn’t this property maintained? 

A. I can assure you that Golden Feather Realty now has successfully rectified any 

previously existing deficiencies in the property condition due to InTown Management 
Group’s failure to perform. InTown had tremendous problems properly maintaining 
properties, which is one of the reasons FHA terminated all of InTown’s M&M 
contracts. 

2. ) Why did it take until November 1 for HUD to acknowledge to their community 

builder the status of the property? 

A. I apologize for the delay in conveying information on this property to Congressman 
Shimkus’ office. As stated previously, information on the status of every property in 
our inventory is available to all HUD staff, so there should not be delays of this nature 
in communicating with your office and constituents. 

3. ) If the property is between two contractors, why is there no mechanism in place to 

ensure that the property is maintained? 

A. Golden Feather Realty and other contractors who took over for the geographic areas 
previously covered by InTown Management Group, were under contract and ready to 
provide services on September, 22, 1999, the day we terminated InTown’s contracts. 
Therefore, we did have a mechanism in place to maintain properties. 


I hope and trust that this letter addresses all the Subcommittee’s questions. 


Sincerelyk 


William C. Apgar u 
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recently as two years ago, key members of Congress called for further reduction in HUD’s 
workforce to 7500. While Congress has now backed sway from that target, the FY 2000 
j^propriadons Act sets a “hard” HUD ceiling at 9300. Even if HUD concluded that it were in 
the best interest of the Department to do so, HUP does not have the authority to expand Its 
workforce to perform contract sdmizustration in a satisfactory manner with HUD staff. 

Furthermore, as the attached ana1y»s demonstrates, the Department is confidmtt that by 
retaining third party professionals to perform Section 8 Contract Administration, HUD will realize 
substantial program savings - far in excess of the marginal additional cost of contracting out. 
Therefore, the Department plans to move forward expeditiously with this contracting action. 

4. Given the potential impact on Section 8 program integrity, when will HUD cancel its plans to 
contract out this work? 

A. The Department’s use of third>party Contract Administrators is a part of a larger efEbrt to 
effectively monitor developments with project-based Section 8 subsidy. By contracting out day to 
day administration, HUD can focus its efforts on critical asset management duties that require the 
alrilla only avdlable by using HUD employees. Rather than subject the program to 
“uncertainties," the Contract Administrator involved will protect the public trust and potentially 
save taxpayers millions of dollars. 


S. Given the impact on homeless families, when will HUD cancel its plans to contract out this 
work? 

A, In developing the FY 2000 Appropriations BUI, both the House and Senate were aware of the 
Department’s intentions to contract with public housing agencies to perform project-based 
Section 8 contract administration services. HUD is confident that the funding contained in the 
FY 2000 Budget is suffident to renew all existing Section 8 contracts and provide for the 
60,000 incremental vouchers prescribed in the budget. 

Furthermore, the Department also is confident that any potential additional cost associated 
with contracting out Contract Administration, will be folly recovered through program savings 
generated by the contractors enhanced performance in protecting the public trust. 

Thank you again for your interest in HUD and the FHA. 


Sincerel' 


WiHUhrie.'«|sgar ' X?l/ 
Assistant Secretary for Housing- 
Federal Housing Commissioner 
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Mr. Mica. Ms. Kuhl-Inclan, what went wrong? 

Ms. Kuhl-Inclan. I can only — I really don’t know, sir. Intown 
Management Group was a brand-new organization, and that is the 
only thing I can speculate is that it was looked at — when the re- 
quest came in, it came under Intown Management Group. Our ex- 
perience had been with Intown Properties, Inc., but that is only 
speculation. I will have to get you a complete answer. 

Mr. Mica. Is your office also recommending working with the De- 
partment of Justice now to make certain that we pursue both 
criminal and civil action against these folks? 

Ms. Kuhl-Inclan. I have not seen the request to our office, but 
yes, if it is sent to us, we will make sure that we work with the 
office, for both civil and criminal. 

Mr. Mica. Do you have anything else, Mr. Tierney? 

Mr. Tierney. No. We are obviously talking to the wrong people, 
but I would assume the IG’s office would check the principals at 
least for their background. 

Ms. Kuhl-Inclan. I have no — I will give you a complete expla- 
nation. 

Mr. Mica. Well, we may follow through with your request. I 
think this is a large enough item for us to continue pursuing not 
only in this hearing, but a subsequent hearing, to make certain the 
program works well. I mean, we want people like Mrs. Peterson to 
have housing. We want to dispose of these properties. We don’t 
want folks like Ms. Gibson out there also left holding the bag and 
other subcontractors across the country. This is a pretty big prob- 
lem, and when they went down, it has created some incredible 
problems. But we need to work our way through this and make 
sure that it doesn’t happen again, for God’s sake. 

Well, I thank this panel. We have fulfilled some of our respon- 
sibility in conducting oversight and investigation on this program. 
We will excuse you at this time, and we will call our second panel. 

In the second panel we are going to discuss the Community 
Builders Program, which we have heard has been the source of a 
great deal of controversy, to discuss that program and some of the 
problems surrounding it. We have several panelists. They include 
Mr. D. Michael Beard, who is the District Inspector General for 
Audit, Texas, Department of Housing and Urban Development; Ms. 
Carolyn Federoff, and she is vice president of the Massachusetts 
State Office AFGE, and I am glad to see Mr. Tierney here from 
Massachusetts; and we have the Honorable Saul Ramirez, Jr., Dep- 
uty Secretary, Department of Housing and Urban Development. 

Ms. Kathy Kuhl-Inclan, I am told you are also going to sit in on 
this panel. You have been sworn. If the other three could please 
stand. 

[Witnesses sworn.] 

Mr. Mica. The witnesses answered in the affirmative. We wel- 
come the three new panelists. Again, if you have lengthy state- 
ments or additional information you would like added to the record, 
we would be glad to do that upon request. 

With that, I will recognize first Mr. D. Michael Beard, District 
Inspector General for Audit, Texas, Department of Housing and 
Urban Development. 
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STATEMENTS OF D. MICHAEL BEARD, DISTRICT INSPECTOR 

GENERAL FOR AUDIT, TEXAS, DEPARTMENT OF HOUSING 

AND URBAN DEVELOPMENT; CAROLYN FEDEROFF, VICE 

PRESIDENT, MASSACHUSETTS STATE OFFICE AFGE LOCAL 

3258; AND SAUL RAMIREZ, JR., DEPUTY SECRETARY, DE- 
PARTMENT OF HOUSING AND URBAN DEVELOPMENT 

Mr. Beard. Chairman Mica, Ranking Member Mink, and other 
subcommittee members, I appreciate the opportunity to appear be- 
fore you today to discuss the results of our audit on Community 
Builders at the Department of Housing and Urban Development. I 
am accompanied today by Kathryn Kuhl-Inclan, the Assistant In- 
spector General for Audit. 

Our audit generally found problems with the Community Builder 
concept, its implementation and its impact on HUD. While we did 
see some positive results from the 85 Community Builder special- 
ists, overall we concluded that HUD could not afford the Commu- 
nity Builder concept. Over the last two decades, HUD has 
downsized from 20,000 employees to just over 9,000. During this 
same period, HUD’s programs have increased dramatically. The 
General Accounting Office placed the Department on its “high risk” 
list. 

Our audits have also identified some weaknesses. A common 
theme in these audits is the lack of sufficient resources to effec- 
tively manage and monitor programs. We do not see how Commu- 
nity Builders contribute to resolving any of those deficiencies. On 
the contrary, we believe a large number of staff devoted to this 
function diverted other staff resources from performing oversight 
functions. 

The Community Builders was an attempt to separate the out- 
reach and monitoring functions. However, HUD chose an expensive 
and controversial solution. HUD did not properly establish the ne- 
cessity for the Community Builders or the level of resources it re- 
quired. Rather than targeting staff from within, HUD chose to look 
to the general public for Community Builder fellow positions. In 
our view, HUD used Schedule A authority because it offered the 
most latitude in hiring outside Civil Service rules. 

In selecting personnel for Community Builder fellow positions, 
HUD ignored veterans’ preference and OPM’s rule of 3 selection 
process. Senior management dismissed the failure to follow veter- 
ans’ preference and selection rules as administrative errors. Fur- 
ther, in response to our report, HUD stated they complied with vet- 
erans’ preference. However, audit evidence shows they did not. In 
light of the foregoing, we have asked Director Lachance of the Of- 
fice of Personnel Management to conduct a full review of HUD ac- 
tions. 

The Community Builders’ positive impact on HUD’s mission is 
indeterminable. The Community Builders’ purpose is everything 
from providing one-stop customer service to solving the toughest 
economic and social problems facing communities. This visionary 
mission is not easily measured or realistically accomplished. 

Through the establishment of the Community Builder Program, 
HUD has redirected a significant amount of its staff resources to 
outreach and customer relation activities. Since the function was 
created without any increase in HUD funding, all associated costs 
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reduced the funds available for other program staff. These other 
program staff, known as public trust officers, have the responsibil- 
ity for monitoring and overseeing several HUD programs. At a time 
when HUD is designated by GAO as a high-risk agency, HUD can 
ill afford to devote substantial resources to the Community Builder 
concept. Community Builder activities do little to address HUD’s 
mission and require scarce resources being directed away from 
areas that could help in addressing the many identified material 
weaknesses in HUD’s program. 

Our overall conclusion is HUD should discontinue the Commu- 
nity Builder position. As designed and implemented, the Commu- 
nity Builder function is too costly. Excluding the Community Build- 
er specialists assigned to specific program areas, HUD never estab- 
lished the need for Community Builders, identified skills Commu- 
nity Builders would need, or gave focus to their activities. 

In responding to our report, HUD cites favorable comments by 
other organizations on Community Builders; however, these organi- 
zations performed limited reviews. For example, the interim Ernst 
& Young report stated their work was limited to reporting on 25 
case studies identified by HUD. 

HUD had also asked to control the selection of the people that 
we wanted to interview and the sites that we wanted to visit, but 
we declined. 

HUD also cited several instances where Community Builders 
have had a positive impact. We have no doubt individual Commu- 
nity Builders have had a positive impact; however, we believe ca- 
reer HUD employees have always had a positive impact and could 
have had an even greater impact if given the same resources pro- 
vided to the Community Builders. 

Let me emphasize that we are the only entity to give the Com- 
munity Builder Program an independent review. The other organi- 
zations that have reviewed it are consultants. I would like to quote 
from the engagement parameters of the Ernst & Young report 
which says, “Our sample of case studies was drawn solely from the 
population of case studies provided by HUD. The terms and scope 
of our engagement did not provide for us to independently verify 
or otherwise test the completeness of the overall case study popu- 
lation provided. Further, this report is based solely on information 
submitted by the Community Builders, HUD, and individuals 
interviewed. In addition, all case study interview sources were 
identified from the Community Builders, identified as references in 
their individual selective case studies. Our findings and observa- 
tions relate solely to the selected case studies. The scope of our en- 
gagement did not provide for us to interview HUD employees re- 
garding the Community Builders Program. These and other en- 
gagement parameters are described in more detail in section 5 of 
the report.” 

The project was considered a consulting engagement under the 
standards of the American Institute of Certified Public Account- 
ants. So therefore, it was not an audit engagement. 

Thank you very much. 

Mr. Mica. I thank the gentleman. 

[The prepared statement of Mr. Beard follows:] 
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STATEMENT OF D. MICHAEL BEARD, 

DISTRICT INSPECTOR GENERAL FOR AUDIT 
SOUTHWEST DISTRICT 

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
Wednesday November 3, 1999 

BEFORE THE SUBCOMMITTEE ON CRIMINAL JUSTICE, 

DRUG POLICY AND HUMAN RESOURCES 
U. S. HOUSE OF REPRESENTATIVES 

Chairman Mica, Ranking Member Mink, and other Subcommittee members, I appreciate 
the opportimity to appear before you today to discuss the results of our audit on Community 
Builders at the Department of Housing and Urban Development, I am accompanied today by 
Kathryn Kuhl-Inclan, Assistant Inspector General for Audit. 

As part of the Office of Inspector General’s ongoing assessment of HUD’s 2020 
Management Reform, we issued a nationwide report on Community Builders on September 30, 
1999. The report also responds to requests from members of Congress and numerous citizen 
complaints. Our audit evaluated Community Builder hiring practices, reviewed their assigned 
duties and responsibilities, and examined their impact on other organizations within HUD. The 
audit was conducted in Headquarters and ten field offices. This review was comprehensive. It 
took nearly 5 years of staff effort to complete and it involved the work of 64 auditors. We 
examined documents, analyzed data, and interviewed more than 130 HUD staff and more than 90 
HUD customers. We conducted our audit in accordance with Generally Accepted Government 
Auditing Standards, These standards relate to the auditors’ professional qualifications, the 
quality of audit effort, and the characteristics of professional and meaning&l audit reports. 
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This audit was highly sensitive because of the important role of Connnunity Builders in 
the 2020 Management Reform. We experienced difficulty in obtaining timely information. 
Senior management provided employees a list of “questions and answers” to be used if they were 
interviewed in the course of the audit. We were requested to go through certain points of contact 
for our interviews and documents. In many of our interviews, employees requested 
confidentiality for fear of reprisal, These limitations made this audit more difficult than most. 
Accordingly, we reported a scope limitation, which we rarely use. 

Background on the Community Builders 

The Community Builders come from HUD’s attempt to reorganize to a more community- 
focused agency. The idea is an outgrowth of the 1 993-94 National Performance Review (NPR) and 
the July 1 994 NAPA report to HUD and Congress, NAPA suggested HUD: "Select, through a 
merit promotion process, staff whose careers demonstrate they can work well with community 
leaders and are able to work comfortably across the complexity of HUD’s programs. " In 1 996, 
Secretary Cisneros referred to community building saying: "Selected HUD personnel will receive 
intensive training to convert them from administrators performing paperwork processing functions 
to community-orientedexperts who can help communities optimize the necessary layering of local, 
state, federal and private resources. 

Cisneros, Henry C., Secretary Essay 5, Higher Ground: Faith Communities and Community Building. 
Februaiy 1996, pp 4-9. 


2 



89 


Secretary Cuomo stated that Coimrnmity Builder positions would enable HUD to clearly 
separate the staff function of facilitating community access to HUD programs from the functions of 
program monitoring and enforcement He was of the opinion that requiring employees to be both 
facilitators as well as monitors was both inconsistent and contradictory. He proposed the 
Contmunity Builders would serve as the one-stop customer representative in HUD's 8 1 field offices 
to provide assistance and information on economic development, homeownership, public housing, 
homeless assistance, and HUD's other programs. There are over 770 Community Builders, of 
which more than 400 are Community Builder Fellows with term appointments. 

Audit Results 

Our audit generally found problems with the Community Builder concept, its 
implementation, and its impact on HUD. While we did see some positive results from the 85 
Community Builder Specialists, overall we concluded that HUD cannot afford the Community 
Builder concept. Over the last 2 decades, HUD has downsized from 20,000 employees to just 
over 9,000 employees. During this same period, HUD’s programs have increased dramatically. 
The General Accounting Office placed the Department on its high-risk list because HUD had; 

1 . In internal control weaknesses such as a lack of necessary data and management 
processes; 
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2. Poorly integrated, ineffective, and generally unreliable information and financial 
management systems; 

3. Organizational deficiencies, such as overlapping and ill-defined responsibilities and 
authorities between its headquarters and field organizations and a fundamental lack of 
management accountability and responsibility; and 

4. An insufficient mix of staff with the proper skills, hampering the effective monitoring 
and oversight of HUD’s programs and the timely updating of procedures. 


Our audits have also identified similar weaknesses. For example, the 1998 Financial 
Audit of the Department cited as a material weakness FTUD’s need to effectively manage staff 
resources. The audit noted that because of delays in HUD 2020 implementation, most of the 
expected staffing efficiencies have not been realized. Additionally, we have conducted several 
audits of programs impacted by HUD reform changes. A common theme in each of these audits 
is the lack of sufficient resources to effectively manage and monitor the programs. While HUD 
has made strides to coirect these problems, we do not see how Community Builders contribute to 
resolving any of the above deficiencies. On the contrary, we believe the large number of staff 
devoted to this function diverted other staff resources from performing important oversight 
functions. The Community Builders were an attempt to separate the outreach and monitoring 
functions. However, HUD chose an expensive and controversial solution! Specific findings in 
our audit include the following. 
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Hiring of Community Builders Was Poorly Planned and Implemented 

Prior to implementing the Community BuiMer concept, HUD did not properly establish 
the necessity for Community Builders or the level of resources required. The Department may 
have inappropriately used Schedule A hiring authority; failed to adhere to veterans preference 
when hiring; and dramatically increased its average employee salary expense. 

Rather than targeting staff from within, HUD chose to look to the general public for 
Community Builder Fellow positions. The Community Builder Fellows were hired under 
Schedule A hiring authority. In our view, HUD used this authority because it offered the most 
latitude in hiring, outside the civil service rules. However, HUD may have inappropriately used 
Schedule A hiring authority because they did not meet the Office of Personnel Management 
(0PM) stated requirements. Further, hiring Community Builders at the GS-13 to GS-15 level 
exceeded the Department’s average grade structure. 

In selecting personnel for Community Builders fellow positions, HUD ignored Veterans 
Preference and OPM’s “rule of three” selection process. Senior management dismissed the 
failure to follow veterans preference and selection rules as “administrative errors.” Further, in 
response to our report, HUD stated they complied with Veterans Preference. However, the audit 
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evidence shows they did not. In light of the forgoing, we have asked Director Lachance of the 
Office of Personnel Management to conduct a fiiil review of HUD actions. 

We reviewed complaints regarding ethical misconduct involving 25 Community 
Builders. Of these, we considered five valid. One involved false information on a resume, two 
involved lobbying at the state level, and two involved conflicts of interest. Also, we noted 
instances of Community Builders participating in activities that would violate Public Law 105- 
277, which prohibits publicity or propaganda designed to support or defeat legislation pending 
before Congress. 

The Community Builders’ Value is Minimal 

The Community Builders’ positive impact on HUD’s mission is indeterminable. The 
Community Builders’ purpose is everything from providing “one-stop customer service” to 
solving “the toughest economic and social problems facing communities.” This visionary 
mission is not easily measured or realistically accomplished. HUD’s Business Operating Plan 
does not accurately reflect all the Community Builders’ activities. Further, most of the 
Community Builders’ goals are activities rather than actual accomplishments. HUD classifies 15 
of the Community Builders’ 19 goals as activities performed, rather than outcomes measured. 
Our report cites several of the activity measures used by the Community Builders, one example 
being participation in HUD homeownership fairs. Also, most of the field offices had an 
inadequate system in place to document and report the Community Builders activities. 
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Though most Comniunity Builders claiined to have a positive impact on attaining HUD’s 
goals, only a few provided specific examples of actual accomplishments. Sixly-two of the 77 
Community Builders interviewed stated that they had not been involved in leveraging private 
funds to be used for HUD programs, an important goal for Community Builders. Of the 13 who 
said they had, only three could describe their activities in specific terms. 

We interviewed 91 HUD customers. About one-half believed the Community Builders 
added value, about one-third believed the Community Builders did not add value, and 
surprisingly, the remainder stated that Community Builders had an adverse effect. We also 
interviewed 54 HUD Program Directors; less than half thought the Community Builders added 
value. 


HUD Allocated Large Resources to the Community Builder Position 

Through the establishment of the CB program, HUD has redirected a significant amount 
of staff resources to outreach and customer relations activities. In our interviews with 59 CB 
staff during the course of our audit, 39 said they spent more than 50% of their time on public 
relations activities. Since the CB function was created without any increase in HUD funding, all 
associated CB costs reduce the funds available for other program staff. These other program 
staff, known as “Public Trust Officers,” have the responsibility for monitoring and overseeing 
several hundred HUD programs. At a time when HUD is designated by the GAO as a “high 
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risk” agency, HUD can ill afford to devote substantial resources to the CB concept, CB activities 
do little to address HUD’s mission and require scarce resources being directed away from areas 
that could help in addressing the many identified material weaknesses in HUD programs. 

***** 

Our overall conclusion is HUD should discontinue the Community Builder position. As 
designed and implemented, the Community Builder function is too costly. Excluding the 
Community Builders Specialists assigned to specific program areas, HUD never established a 
need for the Community Builders, identified skills Community Builders would need or gave 
focus to their activities. In creating the Community Builders, HUD gave its program staff a new 
title. Public Trust Officers. The Public Trust Officers are charged with executing, monitoring, 
and enforcing HUD’s programs. Resources used to create Community Builders came from the 
Public Trust Officers. Thus, HUD has hampered its ability to perform its normal program 
functions or correct the systemic problems it faces as the only agency the GAO lists as high risk. 
Further, recruiting, hiring, and training Community Builders for short term appointments is a 
very expensive and resource intensive process. 

Requiring Community Builders to be proficient in the full spectrum of HUD’s programs, as 
well as other Federal programs, is optimistic and even impractical due to the volume, diversity, and 
complexity of such programs. In view of HUD's limited staff resources, we question the necessity 
for maintaining Community Builders. 
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In responding to our report, HXID cites favorable comments by other organizations on 
Community Builders, However, these organizations performed limited reviews. For example, 
the interim Ernst & Yovmg report stated their work was limited to reporting on 25 case studies 
identified by HUD. HUD had also asked to control our selection of people to interview and sites 
to visit, but we declined. HUD also cites several instances where Community Builders have had 
a positive impact. We have no doubt individual Community Builders have had positive impact. 
However, we believe career HUD employees have always had a positive impact and could have 
had an even greater impact if given the same resources provided to the Community Builders, 
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report 

OFFiCB OF i INSPECTOR GENERAL 


Issue Date 

September 30, 1999 


Audit Case Number 

99-FW- 177-0002 


TO: Saul N. Ramirez, Jr. 

Deputy Secretary, SD 


FROM: D. Michael Beard 

District Inspector General for Audit, 6AGA 

SUBJECT: Nationwide Audit 

Community Builders 


We performed a nationwide audit of the Community Builders to evaluate their hiring, functions, 
responsibilities, and their impact on other organizations within HUD. The audit included reviews 
in Headquarters; Boston, Massachusetts; Denver, Colorado; Detroit, Michigan; Fort Worth, 
Texas; Houston, Texas; Knoxville, Tennessee; Los Angeles, California; New Orleans, Louisiana; 
New York, New York; Richmond, Virginia; and Seattle, Washington. The audit found problems 
with the Community Builder concept, its implementation, and its impact on HUD. 

Within 60 days, please furnish this office, for each recommendation in this report, a status on: (1) 
Corrective action taken; (2) the proposed corrective action and the date to be completed; or (3) 
why action is not considered necessary. Also, please furnish us copies of any correspondence or 
directives issued related to the audit. 

Please write or call me at (817) 978-9309 if you or your staff have any questions. 
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Executive Summary 

We performed a nationwide audit of the Community Buiiders to evaluate their hiring, 
functions, responsibilities, and their impact on other organizations within HUD. This audit 
is part of the Inspector General’s continning reviews of HUD’s 2020 Management Reform 
Plan, but it also responds to requests from members of Congress and numerous citizen 
complaints. The audit found problems with the Community Builders’ concept, its 
implementation, and its impact on HUD. 


In our opinion, HUD should discontinue the Community Builder position. It cannot afford the 
Community Builder concept. Over the last 2 decades, HUD has downsized from 20,000 
employees to just over 9,000 employees. During this same period, HUD’s programs have 
increased dramatically. Secretary Cuomo acknowledged that the Department was viewed as the 
“poster child of inept government.” The General Accounting Office placed the Department on its 
high-risk list because HUD had: 

1 . An internal control weakness such as a lack of necessary data and management 
processes; 

2. Poorly integrated, ineffective, and generally unreliable information and financial 
management systems; 

3. Organizational deficiencies, such as overlapping and ill-defined responsibilities and 
authorities between its headquarters and field organizations and a fundamental lack of 
management accountability and responsibility; and 

4. An insufficient mix of staff with the proper skills hampered the effective monitoring 
and oversight of HUD’s programs and the timely updating of procedures. 

Over the last few years, HUD has made strides in correcting these problems. However, after our 
review of the Community Builders, we do not see how this position helped to resolve any of the 
above deficiencies. The Community Builders were an attempt to address one part of HUD’s 
organizational deficiencies. In HUD’s view, it was dysfunctional to have the same people 
attempting outreach and being responsible for compliance because people tended to do one or the 
other to the detriment of both. The Community Builders was an attempt to separate the two 
functions completely. However, in implementing the concept, HUD chose an overly expensive 
and controversial solution that exacerbated any existing problem. If the Community Builder 
Specialists are an indication, the program offices would probably have better used the resources 
by advertising for individuals with the necessary skills needed to accomplish specific tasks. HUD 
would probably achieve far more success with the addition of program staff and better training of 
existing staff. We believe that HUD should discontinue the Community Builders positions and 
redirect the resources to correct the above problems. 


Page iii 


99-FW- 177-0002 




98 


Executive Summary 


The audit disclosed that HUD did not properly plan or implement the Community Builder 
function. The Department may have inappropriately used Schedule A hiring authority to hire the 
Community Builder Fellows and violated requirements of the selection process. To establish the 
Community Builder position, HUD had to allocate salary, training, and travel dollars, as well as 
personnel, from its monitoring and enforcement role — at a time the Department was already 
significantly decreasing its workforce. This allocation contradicts one of the primary goals of the 
Community Builder function, which was to allow HUD personnel assigned to the monitoring and 
enforcement roles to better perform their jobs. In order to maintain Community Builders, HUD 
will have to continue spending at high levels to pay and train each successive Fellows class. HUD 
cannot recover the personnel positions lost to Community Builders without an increase in funding. 
The impact of Community Builders is difficult to measure, when measurable. The one clear effect 
of the Commimity Builders is the dramatic increase in the number of people at HUD not part of a 
specific program, engaged in customer relations, and owing their jobs to the Department’s 
political management. 

We provided a draft of this report to the Deputy Secretary and other senior HUD management 
officials on September 11, 1999. We discussed the findings and recommendations at a 
preliminary exit conference with the Deputy Secretary and other senior officials on 
September, 14, 1999, and in a final exit conference held September 28, 1999. HUD provided a 
written response to the draft report on September, 29, 1999. We have summarized and evaluated 
the response in the findings and included it in its entirety as Appendix A. We have also modified 
this final report from the draft, where appropriate. HUD disagrees with the findings and 
recommendations in this report. 
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Introduction 


On June 26, 1997, Secretary Cuomo announced as part of his 2020 Reform of HUD, the 
new positions of Community Builders and Public Trust Officers. In this announcement, he 
stated the Community Builders wouid include “several hundred retrained employees” to 
spearhead an effort to “empower America’s people and local governments to take the leading 
role in improving lives and strengthening communities. ’’ At this same announcement, 
Secretary Cuomo introduced Public Trust Officers as “another group of several hundred 
retrained HUD employees. ” These Public Trust Officers would “monitor recipients of HUD 
assistance to guard against waste, fraud and abuse. ” * 

The Secretary maintained these newly created positions would address criticism by the 
Congress and HUD’s Inspector General for “failing to modernize operations and eliminate 
fraud and abuse.” In a Senate hearing on the 2020 Management Reform, Secretary Cuomo 
explained: 

“In the past, employees were too often charged with both empowering 
communities and enforcing the publie trust . . . they were given conflicting 
mandates. Employees were required to play an uncomfortable and difflcult 
job of ‘good’ cop - ‘bad’ cop. This was unfair to our employees and to our 
customers.” 

HUD staff further stated that it was dysfunctional to have the same people attempting 
outreach and being responsible for compliance because people tended to do one or the 
other to the detriment of both. 

HUD may have had another reason for the establishment of the Community Builders 
positions. At the June 16, 1999 Business Operating Plan Conference, Secretary Cuomo 
said: 


“Also in my opinion, inarguable, but that we needed, customer relations was 
a function we didn’t do because we didn’t have the time to do it. A business 
that does not do customer relations will not long be a business, its that 
simple. And when you need a reality dose, just think back to when they 
wanted to eliminate the Department of Housing and Urban Development. 

“Remember when they said, maybe we should eliminate HUD. I remember it 
because I was here. How many people showed up in your lobby of your 
building the next morning to protest the closing of HUD? How many 
telegrams did you get? How may letters did you get? How many phone calls 
did you get saying I’m outraged, don’t you dare think about closing HUD. 
HUD is to important to me, HUD is too important to my community, HUD is 
too important to my city, HUD is to important to my state, HUD is too 
important to my not-for-profit. Where was the outrage, where were all our 


' June 26, 1997 press release. 


Page 1 


99-FW- 177-0002 




102 


Introduction 


customers saying, ‘don’t you dare close HUD,’ where were they? We have 
thousand of grantees under CDBG. Hundreds under HOME. Thousands 
under the public housing program. Thousands under the homeless 
programs, where were they? They were nowhere to be found. 

“Why? Because we hadn’t cultivated the relationships. We hadn’t developed the 
relationships. Why? Because we were doing other things, we were running the programs, 
and we were short staffed. Fine, we’ll separate the tasks. Customer relations and publie 
trust offieers because you have to do both.” 


Hiring and roles of 
Community Builders. 


In the fall of 1997, HUD advertised the first Community 
Builder positions. These positions were permanent and 
limited to HUD staff. HUD received over 6,000 
applications for these limited positions. HUD hired 361 
career employees as Senior Community Builders, 
Community Builders, and Associate Community Builders. 

HUD envisioned these Community Builders as HUD’s 
“front door” with general knowledge of HUD programs. 
Serving as the first point of contact, the Community 
Builders would speak and act “knowledgeably about the full 
range of HUD services.” Later, HUD reassigned an 
additional 29 employees as Community Builders. These 
employees were displaced by other 2020 Management 
Reforms. 

In the spring of 1998, Secretary Cuomo announced 460 
temporary positions called Community Builder Fellows. 
HUD hired the Community Builder Fellows in two classes. 
The first class consisted of Community Builder Fellows. 

The second class included Community Builder Fellows and 
Community Builder Specialists. 

In announcing the Fellow positions,^ Secretary Cuomo 
explained that these Community Builders "will bring to 
urban revitalization what the Peace Corps continues to 
bring to global development. " HUD considers the 
temporary appointment of these Community Builders as a 
method of obtaining the energy and ideas of the “brightest 
minds” to address the "greatest needs in communities . " 


’ March 18, t998 press release. 


99-FW- 177-0002 


Page 2 



103 


Introduction 

The examples of work assignments in the announcement 

were: 

• Meeting with community leaders, business owners, . 
educators, and elected officials to help them design 
effective plans for utilizing fimds for government, the 
private sector, and foundations; 

• Helping a small business owner obtain a loan or grant or 
open a business; 

• Working with a group of developers to find financing 
for a shopping center; 

• Scouting out a location for a new park with the 
neighborhood association; and 

• Developing ways to increase home ownership in 
neighborhoods. 

According to the 2020 Program Services and Operations 

Manual,^ the Community Builders will perform the 

following functions: 

• Serve as the initial point of contact for all elected and 
political officials and the critical link for HUD 
customers to access the full range of HUD programs 
and services. Command a thorough understanding of 
the fundamental components of all HUD programs. 

• Coordinate with the Public Trust Officers to ensure 
program utilization and resolution of policy and 
regulatory issues. 

• Serve as the initial point of contact for all community 
outreach efforts. 

• Facilitate the coordination of all consultation meetings. 

• Prepare the comprehensive strategic report on the 
consultations. 

• Prepare all community profiles and briefing papers in 
anticipation of Secretarial, Presidential, or Vice 
Presidential site visits. 

• Represent the Department in local activities such as 
groundbreaking, ribbon cuttings, or "HUD for a Day.” 

• Organize HUD’s response to controversial local issues; 
meet with special interest and advocacy groups to 
discuss their issues and concerns; and coordinate and 
facilitate meetings between HUD program specialists 
and advocacy groups. 


^ Revised March 1999. 
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As discussed later in the report, HUD does not consider the 
Community Builder activities in any way related to public 
relations. 


As of July 26, 1999, HUD had 778 Community Builders. 


1 1 MU nf i 

Gcrarauiiily Biiikien' 

f |S - (ll .l(l( 

N(* (il ( omniiinilv 

Senior Career Community 
Builders 

GS-14/15 

67 

Community Builders 

GS-13/14/15 

158 

Associate Community 

Builders 

GS-7/9/11/12 

145 

Community Builder Fellows 

GS-13/14/IS 

326 

Community Builder Fellow 
Specialists 

GS-13/14/15 

82 

1 

Total 


778 


Effect on other HUD 
areas. 


Due to the various management reforms, some HUD staff 
feel the creation of the Community Builder positions have 
created friction within HUD because: 

• Differences in pay between the existing staff and 
Community Builders; 

• Secretary Cuomo calling the new Community Builders 
the “best and brightest;” 

• The viewpoint from career staff that the Community 
Builders do not add value; 

• The hiring taking place during a period of downsizing; 

• HUD assigned the Community Builders witli the “fun” 
part of the job; 

• Existing staff had been performing the work; and 

• The lack of knowledge the 326 Community Builder 
Fellows had of HUD programs. 

The controversy over Community Builders has appeared in 
the press (including the Washington Post) and has been 
discussed in Congress. 


HUD uses the Office of Personnel Management’s genera! sdiedule (GS) to compensate these employees. 
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Audit Objectives 


Introduction 


The overall audit objective was to evaluate the functions 
and responsibilities of HUD Community Builders, their roles 
with communities, and their impact on other organizations 
within HUD. Specific audit objectives were to determine 
and evaluate: 

• The persotmel procedures used to hire Community 
Builders and if the Community Builders are adequately 
qualified for the positions. 

• Headquarters’ role, responsibilities, expectations, and 
performance measurements for the Community Builders. 

• The role and responsibility of the Community Builders 
and how they coordinate with the other program areas. 
Also, to evaluate the effectiveness or value added by the 
Community Builders in the HUD process. 

• The amount and source of funding for the Community 
Builders, including salaries, travel, training, and other 
discretionary funds. 

We performed field work at Headquarters and the following 
field offices: 

Boston, Massachusetts 
Detroit, Michigan 
Houston, Texas 
Los Angeles, California 
New York, New York 
Seattle, Washington 

Auditors from 10 of the Inspector General’s 11 Districts 
participated in the audit along with auditors assigned to 
Headquarters DIG. Each team operated independently to 
gather information on Community Builders throughout the 
country. Over 64 auditors participated in the audit effort 
which took over 5 staff years to complete. Our audit 
procedures included: 

• Interviewing HUD personnel and its clients (each team 
independently selected individuals to interview); 

• Intervierving Department of Labor and Office of 
Personnel Management personnel; 


Denver, Colorado 
Fort Worth, Texas 
Knoxville, Tennessee 
New Orleans, Louisiana 
Richmond, Virginia 


Page 5 


99-FW-l 77-0002 




106 


Introduction 


• Reviewing pertinent Federal Regulations regarding the 
hiring of personnel; 

• Reviewing documents related to the advertising, 
selection, and hiring of Community Builders; 

• Reviewing information pertaining to HUD 2020 
Management Reform; 

• Comparing hiring goals contained in the National 
Performance Review to the results of hiring Community 
Builders; 

• Reviewing and analyzing information on the Community 
Builders (both internal and external to HUD); 

• Reviewing activity reports; 

• Reviewing individual citizen’s complaints involving 
Community Builders; 

• Obtaining and analyzing financial data on training and 
travel; and 

• Obtaining and analyzing number of employees for the 
period 1997-1999. 

The following table summarizes our interviews at field 

locations. 
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liiM viewed; 

Boston 

21 

7 

1 

i 

7 

Denver 

20 

8 

4 

8 

10 

Detroit 

13 

7 

N/A 

6 

5 

Fort Worth 

20 

7 

N/C 

4 

IS 

Houston 

13 

10 

N/A 

4 

11 

Knoxville 

4 

4 

N/A 

5 

9 

Los Angeles 

22 

10 

1 

4 

3 

New Orleans 

10 

6 

N/A 

5 

16 

New York 

28 

6 

N/C 

4 

6 

Richmond 

12 

6 

N/A 

5 

3 

Seattle 

19 

7 

2 

4 

6 

Totals 

182 

78 

8 

54 

91 


Scope limitation 


During the course of the audit, HUD senior management: 
told employees not to talk to us during our planning stage; 
circulated “questions and answers” for employees to use 
when we interviewed them;* instructed Senior Community 
Builders not to talk to us on certain sensitive matters; 
requested we go through points of contact for interviews 
and documents (we refused); requested that they identify 
individuals for interviews with auditors (we refused); and, 
did not always provide answers to our questions. Several 
HUD employees who did talk to us asked that we keep their 
communications in confidence due to feared reprisal. As a 
result, we caimot be assured HUD staff gave us their candid 
thoughts or that we obtained all relevant information. 

We performed our field work from July through September 
1999. The audit period generally covered January 1997 
through July 31, 1999. We updated our report to reflect 
current actions by the Department. We conducted our audit 
in accordance with generally accepted government auditing 
standards. 


^ N/A = Not Applicable. Office does not have Community Builder Specialists. 
^ See Appendix D. 
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Mr. Mica. I would like to yield now to the gentleman from Mas- 
sachusetts, Mr. Tierney, for the purpose of an introduction. 

Mr. Tierney. Thank you, Mr. Chairman. 

It is my pleasure to introduce Carolyn Federoff, who is known to 
me for her fine work up in our area. Carolyn Federoff works in the 
Boston office of the Department of Housing and Urban Develop- 
ment. As the development attorney with the Department, she has 
helped in the development of many projects, particularly in my dis- 
trict, including the Whittier School Apartments, which is an eight- 
unit development for persons with mental disahilities in Ameshury, 
as well as the HEPA 39 apartments, which in reality is a 54-unit 
development for the elderly. She has an outstanding reputation 
amongst HDD’s clients. 

Carolyn has heen elected union representative for more than 10 
years, and during that time she and her coworkers have kept the 
Massachusetts congressional delegation informed of proposed 
changes to HUD and the impact on our constituents. I will just add 
that she has done an excellent and incredible job. We appreciate 
her services, and I am pleased to introduce you today, Carolyn. 

Mr. Mica. Thank you, Mr. Tierney. 

Welcome, you are recognized. 

Ms. Federoff. Thank you. Congressman Tierney, for that kind 
introduction, and thank you, Mr. Chairman and Members, for in- 
viting me to testify on behalf of our members. We represent mem- 
bers throughout New England, and our members are very happy 
that you are taking an interest in the programs and issues at 
HUD. I hope that you will place my written testimony into the 
record, but I am going to provide only some details. 

Mr. Mica. Without objection, your entire statement will be in- 
cluded in the record. 

Ms. Federoff. A little bit of background. In 1991, the Boston of- 
fice had 322 staff. In 1999, we have 183 staff, which represents a 
43 percent reduction in staff over 8 years. Currently, more than 10 
percent of our staff are Community Builders. 

HUD is very resource-poor, but what particularly disturbs em- 
ployees is that we believe it uses its resources poorly, and the 
M&M contract is a case in point, which the previous panel did dis- 
cuss, and that is covered in my written testimony. 

There is another contract that was considered in that same audit 
by the IG that looked at the M&M contract, and that is the Section 
8 contract administration contract. That is also a $1 billion con- 
tract over 5 years for which the agency has not conducted any cred- 
ible cost-benefit analysis and certainly no cost-benefit analysis 
under A-76. Based upon our review of agency documents, we be- 
lieve that contract is $159 million more than hiring HUD staff an- 
nually. That works out to more than 27,000 housing vouchers that 
could be provided for homeless families if this work were to be kept 
in-house as opposed to contracted out. The IG also mentions that 
there are significant threats to the integrity of the program if this 
were to be contracted out. 

I realize that this panel is concerned primarily with Community 
Builders. Now, first allow me to say that our testimony is not di- 
rected toward individual Community Builders, because, in fact, all 
of the Community Builders that I know personally are, in fact. 
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committed to the mission of the agency and came here with that 
express purpose. Our concern is that given the expenditure of 
funds and the expenditure of resources that is necessary to main- 
tain the Community Builder Program, that, in fact, it is not signifi- 
cant enough to warrant that distribution of resources. 

In New England, we presently have 43 Community Builders. 
Only the Office of Housing has more staff resources than the Com- 
munity Builder Program has in New England. So, for example, our 
Community Planning and Development Office has 28 staff in new 
England. This staff oversees congressionally mandated programs, 
such as 55 community development block grant recipients, 28 home 
recipients, 22 emergency shelter grant recipients and 550 McKin- 
ney homeless grant recipients. 

In Massachusetts alone, the staff is responsible for overseeing 
more than $170 million in funds, and they are also responsible for 
Maine, New Hampshire, Vermont and Rhode Island. So statutorily 
mandated, taxpayer-funded program responsibilities receive only 
two-thirds of the staff that is currently dedicated to front office re- 
sponsibilities, responsibilities which have no statutory mandate or 
rule or regulation. 

Now, the grade parity issue has been an issue that has been 
identified, the Community Builders GS 13, 14 and 15. And fre- 
quently as a union rep, I am asked what is the impact on rank and 
file, and clearly there is an impact on rank and file, but this really 
has to be taken as a full management issue. 

Let’s compare one Community Builder position, which is the Offi- 
cer Next Door Program. The Officer Next Door Program staff per- 
son is a job that had previously been one part of a GS-11 single- 
family property disposition specialist job, and I understand that 
this Community Builder fellow has far more territory to cover than 
any GS-11 PD specialist had previously. However, this person 
has — oversees no staff, has no fiscal responsibilities, and cannot ob- 
ligate agency funds, and is a GS-15. Compare this to our Director 
of our — of the New England multifamily Hub. That GS-15 Director 
is responsible for overseeing 88 staff in five offices, more than $150 
million in development dollars in 1999 alone, the largest portfolio 
in the country of 2,266 active properties, and more than 200 prop- 
erties in the development pipeline. 

Now, why would you become a manager in the Eederal Govern- 
ment if you have that much responsibility and are paid the same 
amount as the GS-15 down the hallway? 

This is an issue that attacks the morale of the agency throughout 
the entire agency. I realize that the agency is saying that this is 
no longer an issue, that we are no longer going to have a tem- 
porary Community Builder Program. Well, in fact, it appears that 
we are going to have a permanent Community Builder Program, 
and this is going to be a severe blow to the morale of employees 
throughout the agency. 
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We hope that this committee and our representatives in Con- 
gress will look seriously at the distribution of resources in our 
agency, particularly with regard to the Community Builders and 
the Section 8 administrative contract, which is a serious issue for 
our members and for our constituents. Thank you for giving us this 
opportunity. 

Mr. Mica. Thank you for your testimony. 

[The prepared statement of Ms. Federoff follows:] 
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My name is Carolyn Federoff: I am a representative of the American Federation 
of Government Employees Local 3258. representing employees at the U.S. Depanment of 
Housing and Urban Development throughout Ne-w England. I have worked at HUD for 
thirteen years in the Office of Counsel, and am presently a development attorney. I have 
received Outstanding Performance ratings for the last four years. 

We would like to thank Chairman Mica and the members of the Subcommittee for 
the opportunity to testify. 

HUD: A POOR USE OF RESOURCES 
IN A RESOURCE POOR AGENCY 

In 1980. HUD had about 17,000 FTEs (full time equivalent staff) and 54 
programs. In 1994, HUD had 13.300 staff and approximately 200 programs. [National 
Academy of Public Administration report "Renewing HUD: A Long-Term Agenda for 
Effective Performance" at pp. 29 and 141.] HUD began FY 2000 with a little over 9000 
FTEs and the same 200 programs. Nobody can doubt that the agency and its employees 
are being asked to do much more with far fewer resources. 

What truly upsets agency staff, however, is the incredibly poor use of agency- 
resources. A wiser use of resources would benefit HUD programs, clients, and staff. 

We would like to present tliree examples of HUD's poor use of resources: the 
Single Family Management and Marketing contract: the Section 8 Contract 
.Administration contract: and the Community Builder program. 

HUD CONTRACTORS NEITHER MANAGE 
NOR MARKET SINGLE FAMILY HOMES 

The two years prior to the implementation of tlte Single Family Management and 
Marketing contract (the M&M contract), our Hartford. Connecticut office had the highest 
percentage of first time homebuyers of any office in the country. This despite chronic 
shortages of staff. 

On June 18, 1999, the Government Technical Representative responsible for 
overseeing CitiWest, the M&M contractor in New England, provided a performance 
assessment (copy attached). Of the 356 properties inspected, only 84 were ready for sale. 
218 propenies were not presentable, including debris in and around the property, broken 
doors and windows, and hazardous conditions. 

In Connecticut specifically, the City of Danbury Departraem of Health issued a 
citation against HUD as the property owner threatening legal action. Hartford and East 
Hartford Departments of Flealth have issued similar citations. 
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Please remember that CitiWest continues to enjoy its contract with HUD. HUD 
has terminated the InTown M&M contract only. The cost of this termination is 
enormous, both in dollars and staff time. Some states previously covered by InTown are 
now covered by other contractor's. It is our understanding that HUD was not required to 
put these contracts out to bid, and that there is no dollar cap on their costs. Maryland was 
not put with another contractor. Rather, HUD staff are cleaning up the mess directly. 

One employee left her home on Sunday, September 26, and was not allowed to return 
home until October 29. During t'^ose five weeks, she put in more than 60 hours ovenime. 
working nights and Saturdays. Under federal law, she earned less per hour in ovenime 
than she earned during her regular work week. And she did it hundreds of miles from 
home. 


HUD’S INSPECTOR GENERAL FOR AUDIT STATES 
THERE IS NO EVIDENCE FOR M&M COST EFFECTIVENESS 

In an audit dated September 30, 1999 [99-PH-163-0002], HUD's Inspector 
General for Audit states: 

The management and marketing contracts provide for the privatization of 
f-inctions previously performed in-house, but there is no evidence that HUD 
management considered the costs of performing these functions with HUD staff 
versus the anticipated private sector costs, according to 0MB Circular .A-76. 
While this study [the OMB Circular A-76 cost analysis] may not legally be 
required, good management and fiscal responsibility would dictate that some cost 
benefit analysis would be desirable and useful when HUD is considering a billion 
dollar procurement which changes the way it does business in a significant way. 
[Section 2, pp. 10-11.] 

ANOTHER BILLION DOLLARS CONTRACTED WITHOUT COST ANALYSIS: 
THE SECTION 8 CONTRACT ADMINISTRATION CONTRACT 

On May 3, 1999, HUD issued a Request for Proposals (RFP) that has a one year 
anticipated cost of more than S21 6 million dollars, or more than one billion dollars over 
the five year life of the contract. This RFP seeks to contract out work currently done bv 
HUD staff — the administration of approximately 15.500 Section 8 project based 
contracts. 

In its September 30. 1999. audit, the Inspector General for Audit (IGA), stated 

that: 


the decision to contract did not adequately consider cost-benefit issues and may 
adversely affect the integrity of HUD’s Section 8 program. . . . [W]e believe the 
apparent desire to contract out regardless of cost is indicative of the environment 
within HUD. ... It was readily evident the decision was based primarily on 
policy decisions to reduce the size of HUD’s workforce . . .. [Section 2. p 15.] 
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AFGE Local 3258 provided both the U.S. House and Senate authorizing and 
appropriations subcommittees with information about this contract including our 
estimation that the contract vvouJd cost more than $159 mtilion more than the cost of 
maintaining the work in-house. 

SECTION 8 PROGRAM INTEGRITY AT RISK 

The IGA specifically cites concern for the integrity of the Section 8 program: 

The RI"P essentially puts out for bid a core HUD business function that, for the 
most part, is done in-house. ... Outsourcing a major function of HUD’s 
niultifamiiy business could adversely affect the integrity of tlie Sect:on 8 program 
because: 


• contracted services are typically used to enhance in-house capability, 
not replace an entire business function. [Testifier's note: this was 
done with the M&M contract, with p-oor results.] 

• contracting subjects the entire program to unceitainty. 

• the contract cost vsdll be absorbed by the Section 8 program, reducing 
the amount of fiinds that could be provided to intended beneficiaries. 
[Testifier's note: we estimate wasted dollars as equaling 27.500 
Section 8 certificates for homeless individuals and families annually.] 

• HUD's ability to monitor contractor performance is questionable, 
[Section 2. pp. 16, 17.] 


HUD’s response to the IGA is telling; they suited that the Section 8 
administration contract was not appropnate for inclusion in the Audit. HUD did not 
address a single substantive issue raised by the IGA. 

Our Local has been fighting this contract since it was proposed in the FY 2000 
budget in February. The IGA confirms what we have been advising our Senators and 
Representatives for months: “Decisions are based on what is expedient and can be 
characterized as legal rather than what is shown to be the most prudent and cost effective 
business decision.” [Section 2. p. 17.] 
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IT IS NOT TOO LATE TO STOP THE SECTION 8 CONTRACT 
ADMINISTRATION CONTRACT 

HUD has not yet signed any of the Section 8 Contract Administration contracts. 
But they are preparing the contracts now. We urge this Committee to please intervene 
and stop this blatant waste of scarce housing funds. The agency should be prohibited 
from entering into these contracts until cost benefits can be demonstrated. Because the 
IGA cites an ‘"environment” within HUD that will “contract out regardless of cost.” we 
believe that the agency cannot be trusted to conduct a fair cost benefit analysis. We 
suggest that the IGA be directed to conduct the analysis. 

STEALING ENGINE PARTS TO PUT BELLS AND WHISTLES ON THE 
VEHICLE: THE COMMUNITY BUILDER PROGRAM 

First, allow me to say that our testimony is not directed to the individual 
Community Builders (CBs). The CBs that I know are committed to the mission of HUD. 
In fact. I know at least two CBs who have left the position because they believe in the 
mission of HUD and they further believe that the CB Program does not further that 
mission. 

Like these CBs, we do not believe that the CB Program funhers the mission of 
HUD sufficiently to warrant the incredible expenditure of agency resources. In New 
England, we presently have 43 CBs - one Secretary's Representative, five Senior CBs, 26 
CBs and CB Fellows (GS-1 3/14/15), and II Associate CBs (GS-U/12). 

Only the Office of Housing has more staff resources than the Community Builder 
program in New England. Community Planning and Development (CPD) has 28 staff in 
New England. This staff oversees Congressionally mandated programs, such as 55 
Community Development Block Grant recipients, 28 HOME recipients, 22 Emergency 
Shelter Grant recipients, and 550 McKinney Homeless gram recipients. In Massachusetts 
alone, this staff is responsible for overseeing more than SI 70 million in funds. Statutorily 
mandated, taxpayer funded program responsibilities warrant only two-thirds of the staff 
currently dedicated to front office responsibilities — responsibilities that do not appear in 
any statute, rule or regulation. 

HUD’s Inspector General for Audit issued an audit on September 30, 1999 [99- 
FW- 177-0002] about the CB Program. The audit raises an issue that is familiar to agency 
staff— grade parity. It appears from the audit that CPD staff had been doing CB work for 
years before their arrival, at much lower grades. As a Union representative, I believe that 
the grade parity issue has severely hurt agency morale. 

The grade parity issue, however, hurts not only staff morale, but management 
morale as well. As an example, the agency has hired CB Fellow Specialists at GS-1 5 to 
handle the Officer Next Door Program for Single Family Housing. Prior to 1994, the 
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Officer Next Door Program was one of many property dis{X)sition responsibilities 
handled by career staff at a GS-1 1 journey level. 

These GS-1 5 CB Fellow Sj^ialists who focus on the Officer Next Door Program 
oversee no staff, have no fiscal responsibilities, and cannot obligate agency funds. 
Meanwhile, the GS-15 Director of the New England Multifamily Hub is responsible for 
overseeing 88 staff in five offices, more than S150 million in development dollars in 
Fy’99 alone, the largest portfolio in the country with 2266 active properties, and more 
than 200 properties in the development pipeiine. 

The impact on morale runs throughout the agency, top to bottom. Even if the CB 
Program was flawless (which the IGA indicates it is not), it is an unacceptable use of 
asency resources. There are pres^tly more than 400 CB Fellows and Fellow Specialists. 
67 Senior Career CBs (formerly knovra as Stale Office Directors), 158 Career CBs, and 
1 45 Associate CBs. More than 8% of our staff are in the CB Program. It is redundant to 
say this, but the CB Program has no statutory or regulatory mandate, responsibility or 
authority. 

It is our understanding that the agency may argue that a hearing on the CB 
Program is no longer necessary as the CB Program will be terminated September 1, 2000. 
According to an electronic mail message sent to all employees from Secretary Cuomo on 
October IS, 1 999, "we will now be able to make the program and function permanent.” 

I am extremely pleased that Community Builders will become a permanent pait of 

the Department's organization - which is more important and a big net gain. 

(copy attached) 

HUD NEEDS STAFF— PROGRAM STAFF 

We agree with this Administration that the agency needs more permanent staff. 
But given the limited program staff resources and the documented resort to expensive 
contractors because of insufficient program staff, any additional permanent staff 
resources should be directed to program areas. 

CONGRESS CAN MAKE A DIFFERENCE 

I recently spoke about these issues with a District Director for a Congressman that 
shall remain nameless. His response was "that's the way government works.” I looked at 
him and told him that it is my government and that is an unacceptable answer. We don't 
tolerate that response from agency staff to clients or members of Congress. Why should 
we then tolerate this response from our elected representatives? 

We all have to work to make government work better. Please stop the agency 
from wasteful contracting out without cost benefit, and stop the wasteful distribution of 
staff resources. 
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We are proud of the work we do. We live in the communities we help build. 
Please do not hesitate to call on us. For further information, please call Christine Agnitti, 
President, AFGE Local 3258, or me. Carolyn Federoff, at 617/565-541 1. 
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Mr. Mica. We will now hear from Mr. Ramirez, who is the Dep- 
uty Secretary for the Department of Housing and Urban Develop- 
ment. 

You are recognized, sir. Welcome. 

Mr. Ramirez. Thank you very much, Mr. Chairman and mem- 
bers of the subcommittee. It is certainly a pleasure to be here, and 
as I mentioned, I am the Deputy Secretary, my name is Saul Rami- 
rez, and it is a pleasure to be here to discuss our Community 
Builder Program. I would like to request that both my written and 
oral testimony be included for the record, Mr. Chairman. 

Mr. Mica. Without objection, so ordered. 

Mr. Ramirez. Let me say that this is an innovation that we are 
extremely proud of, and it is a critical part of our successful man- 
agement reform efforts and is making the Department work better 
for the people we serve. Please allow me a brief moment to explain 
how the Community Builder Program came about. 

For years, HUD was considered the poster child of inept govern- 
ment. It was criticized as a bureaucracy riddled with waste, fraud 
and abuse, and was known more for red tape than results. The 
media reported HUD scandals and landlord rip-offs. HUD cus- 
tomers shared horror stories of making 10 phone calls to 10 dif- 
ferent people, just to find a simple answer, if they could get one 
at all. 

In 1994, with the recommendation of Congress, HUD worked 
with the National Academy of Public Administration to look at its 
management. NAPA told HUD that it needed to make working 
with communities just as important as enforcing regulations. They 
said HUD should be providing comprehensive services to the com- 
munities it serves. 

By January 1997, when Secretary Cuomo arrived, many in Con- 
gress were fed up with the situation at HUD, citing sloppy or non- 
existent accounting, shoddy program monitoring and blatant dis- 
regard for the needs of the customers. They called, in fact, for 
HUD’s elimination. HUD needed to get its own house in order first 
and fast, and a goal for a comprehensive management reform plan 
was designed to transform HUD into a streamlined, effective com- 
munity partner. 

First we began to restore the public trust and improve our com- 
petency. We focused agency staff on ridding waste, fraud and 
abuse. We cracked down on bad landlords, debarring those who 
were cheating taxpayers or who refused to provide safe, decent 
housing. We hired an FBI agent to head up our new Enforcement 
Center, and we went after lenders who discriminated and cheated. 
We built a system for the first time that enabled us, in fact, to as- 
sess the condition of our entire housing portfolio, and, for the first 
time in our Department’s history, we balanced our books and had 
a clean opinion, as concurred by the Inspector General. 

But we also needed to better serve our current clients and cus- 
tomers as well as those underserved communities still in desperate 
need of assistance and who found us unapproachable. I am certain 
that no one in this room would disagree with me when I say that 
cutting red tape and streamlining operations is the right goal, and 
that is exactly what Community Builders helped do, and here is 
how. 



119 


At the heart of better customer service and better overall man- 
agement, it is the recognition that the employee role confusion un- 
dermines performance. Now, let me repeat that. The recognition 
that employee role confusion undermines performance. NAPA un- 
derstood this, as well as David Osborne, who warned HUD of pit- 
falls when one employee must assume two contradictory roles. We 
know HUD staff can no longer wear two hats, serving as both 
facilitators to help communities access resources, and monitor 
those same communities and make sure that they use their funds 
properly. These contradictory roles weaken both customer service 
and monitoring and compliance. 

Using private sector reorganization as a model, HUD took a cus- 
tomer service function that was performed by all HUD employees 
and concentrated them in a small number of employees, our Com- 
munity Builders. Now, Community Builders, some 9 percent of the 
agency work force, focus on customer service, leaving more than 90 
percent of the agency to put 100 percent of its time into restoring 
the public trust in meeting our mission to meet compliance and 
monitoring efforts within the Department. This change makes 
sense to all of us intuitively. What insurance company would have 
the same group of employees act as both a sales force and an un- 
derwriting force? 

We are pleased to say that many people agree with these 
changes that we have made and, in particular, in our Community 
Builder Program. You have alluded to the Ernst & Young report 
that concludes, in fact, that the Community Builder Program may 
serve as an innovative government model for improved customer 
service for government institutions at all levels. 

I would also like to state that Andersen Consulting conducted a 
survey in which they found, “In striking contrast to the image of 
the Federal bureaucracy, HUD staff is perceived by customers as 
providing exemplary service and accurate information. Many of 
these customers are public entities and officials. Members of Con- 
gress, and others that have worked directly with Community Build- 
ers,” and I have submitted a list of some of the hundreds of people 
and organizations that we have heard from as it relates to this ef- 
fort. 

I would like to just conclude by saying that the OIG is the only 
organization that has criticized HUD Community Builders, and 
that the Department firmly disagrees with the OIG criticism. In 
fact, it would take me hours to just walk through the many mis- 
takes and misassumptions that the OIG report has stated. 

So I urge you to thoroughly review the detailed response that we 
have provided you in response to their audit. 

Let me just briefly state three items that we disagree on. First, 
the OIG argues that there were problems with the process for hir- 
ing Community Builders. HUD followed all proper procedures and 
consulted with the Office of Personnel Management to institute a 
very stringent hiring process, a process, I might add, that was car- 
ried out entirely by civil servants. Congress decided at this point, 
though, in its most recent budget that we make all Community 
Builders now Civil Service positions, and we are moving in that di- 
rection. 
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The second point that the IG highlights is that the Community 
Builders take up too many of the Department’s resources. Well, 
that is just simply wrong. I would refer you to that chart of our 
salaries and expenses, as well as our travel dollars that we allocate 
in the Department, and would be happy to allude to in greater de- 
tail as it relates to that. 

Third, I would like to say that the Community Builders do add 
value in contrast to what the Inspector General has cited in their 
report, and Members of Congress, mayors, HUD customers and cli- 
ents and respected organizations that are credible, like Ernst & 
Young, Andersen Consulting, Booz-Allen, public strategy groups, 
have stated specifically that Community Builders are a tremendous 
asset to the Department. Even GAO and NAPA acknowledge that 
the Department is moving in the right direction to deal with its 
weaknesses. 

We at the Department are still not satisfied with that and are 
working to improve our systems, and will outline any additional de- 
tail in improving those systems, but I am prepared to answer any 
questions that you may have at this time as it relates to this sub- 
ject or any other, Mr. Chairman. 

Mr. Mica. Thank you. 

[The prepared statement of Mr. Ramirez follows:] 
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Written Testimony for Hearing Before the House Subcommittee on 
Criminal Justice, Drug Policy and Human Resources 
November 3, 1 999 

Good morning Mr. Chairman and members of the Committee. I am Saul Ramirez, 
Deputy Secretary of the Department of Housing and Urban Development. I appreciate 
this opportunity to share with you the management reforms and operations of the 
Department, and more specifically, to discuss the Community Builder program. 

I request the inclusion of my oral and written testimony in their entirety in the record. 

Mr. Chairman, 1 want to share with you four major points that I believe are important for 
everyone on this Committee to fully understand. 

(1) The Community Builder Program has been a remarkable success . This is not only 
our opinion but also the opinion of every independent group that has reviewed the 
program, including the Public Strategies Group, Booz-Allen and Andersen Consulting. 
Today I am pleased to announce that the respected independent accounting firm, Ernst 
and Young, LLP has issued a report demonstrating the clear success of Community 
Builders around the nation. E & Y concludes that “the Community Builder program can 
prove to be a model of government management innovation and reinvention success.” 

(2) The Office of the Inspector General fOIG) is the first - and only - entity to give the 
program a negative review, and the criticisms in the OIG’s report are baseless and 
factually incorrect. 1 intend to set the record straight. 

(3) The Department has grave concerns about the audit process which the OIG 
conducted in a manner that was fundamentally unfair to the agency and to many 
members of Congress who have an interest in the Community Builder program. 
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(4) I am announcing continued steps to improve the Community Builder program and 
build on its many successes. We are not going to remain complacent in the face of 
positive independent reviews that underscore the program’s success. We’re going to 
build on it. We plan to perform a series of management and operations workshops for 
our senior field managers. We are instituting a new on-line Community Builders project 
management system. And we are enhancing the role of Community Builders in HUD’s 
Business and Operating Plan. 

Before I go into these four points in detail, I would like to tell you a bit about my 
background. During my tenure as the Mayor of Laredo, Texas - from May 1 990 to 
June 1997 - I had extensive dealings with the Department in several program areas, 
including community development, public housing, and of course, the Federal Housing 
Administration (or FHA). 1 was often surprised by the multitude of people with whom I 
had to make contact in order to access and put together HUD programs to address the 
needs of Laredo citizens. There appeared to me to be a lack of coordination between 
individuals who handled the different programs that address the continuum of housing 
and community needs, such as poverty, homelessness, affordable housing, 
neighborhood revitalization, economic development and job creation. 

When I joined the Department in July 1997 as the Assistant Secretary for Community 
Planning and Development (CPD), Secretary Cuomo had already begun to change 
HUD’S internal management structure and program operations in order to improve the 
functioning of the Department. In fact, two of his major reforms - the Consolidated Plan 
and the Continuum of Care - have been honored with the prestigious Harvard 
University’s Innovations in Government Award. 

The Department’s 2020 Management Reform Plan made even more bold, sweeping 
and innovative changes. HUD 2020 was designed and developed to address the 
Department’s long-standing material weaknesses identified by many in Congress as 
well as the GAO and OIG. These improvements covered financial management and 
program operations, as well as program delivery and customer service. Since the 
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announcement of these management reforms in June 1997, 1 am proud to say that the 
Department has made credible and substantial progress in correcting management 
deficiencies, as weil as improving program operations. 

The Community Builder program is but one part of the comprehensive plan that is 
making HUD more responsive to community needs and more protective of the public 
trust. 

Mr. Chairman, i would like to take a moment to go over each of the four points I 
mentioned in greater detail. 

First, the Community Builder program is working. 

Many independent experts have recommended that HUD make a change like the 
Community Builder program. At the direction of Congress, the National Academy of 
Public Administration (NAPA) in 1994 studied HUD and issued a report called 
Renewing HUD: A Long-Term Agenda for Effective Performance that recognized the 
need for clarifying job roles and for emphasizing HDD’s role as a catalyst and viable 
community partner - not just regulator and enforcer. 

The NAPA report recommended that HUD revise its employee incentive system to 
emphasize that working with communities and other agencies is as important as 
enforcing regulations. It said HUD program areas should change the way they do 
business to provide holistic services to communities rather than solely program-focused 
assistance. 

Another independent group of management experts, the Public Strategies Group, 
examined HDD’s reform efforts and warned about the pitfalls of some federal agency 
structures, noting that “a common source of dysfunction in government agencies stems 
from the commingling of both service and compliance functions within programmatic 
cylinders, requiring agency employees to assume dual roles - at times seeking to offer 
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assistance, facilitate and problem solve, and at other times to perform oversight and 
enforce compliance.” 

HUD took these recommendations and other past criticisms seriously when creating the 
Community Builder program as part of our overall Management Reform strategy. 

Since our Management Reform plan was unveiled, the Department has hired, trained, 
and deployed 800 Community Builders in HUD offices nationwide. The introduction of 
fhe Community Builder role into the HUD workforce was a major, and critically 
important reform initiative. We expeditiously, and with great precision, addressed the 
issue that 1 referred to at the opening of my statement - we streamlined our customer 
service function - by designating certain staff to function as a single point of contact for 
all HUD programs. That’s what Community Builders do. 

At the same time, we also addressed another major issue that has plagued this 
Department for many years - role ambiguity - which was caused by HUD employees 
being forced to wear two hats. As Public Strategies Group noted, our staff were 
previously charged with serving both as HUD’s customer service representatives - 
helping communities access resources - and program monitors - ensuring that the 
same communities used HUD’s funds properly. The introduction of Community 
Builders to HUD has clarified and separated these two, very distinct, functions. Now we 
have Community Builders (9% of agency) who function as our community resource 
representatives, and Public Trust Officers (91% of agency) who ensure that HUD meets 
its obligations and responsibilities to the American people. 

Clearly defined roles and responsibilities also means we are better meeting our 
program goals and commitments for furthering the Department’s strategic objectives. 
For the first time, HUD has freed up some 90% of the agency’s staff to monitor and run 
its programs. We are setting national performance goals that are quantifiable and 
measurable. For example, this year, we have exceeded our goals in three critical 
areas: fair housing enforcement; increasing homeownership among underserved 
populations; and providing comprehensive solutions to fighting homelessness. 
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These achievements demonstrate that HUD is on the right track. And our customers 
are looking at us differently. Andersen Consulting surveyed our customers this year 
and found: “In striking contrast to the image of a federal bureaucracy, HUD’s staff is 
perceived by its customers as providing exemplary service and accurate information, 
and HUD staff also received high marks for timeliness of the information provided. The 
fact that HUD customers indicated high positive levels of customer service is even more 
impressive because of the high disposition of government customers to negative bias 
(since, unlike private companies, HUD must regulate its customers.)” 

Similarly, Ernst & Young’s review of the Community Builders program applauded HUD’s 
efforts in leading the way for real change. E & Y asserts “that the Community Builder 
program may serve as an innovative government model of improved customer service 
for government institutions at all levels.” As an aside, we know that others are indeed 
using this strategy - the Peace Corps’ new customer service storefront office is 
modeled after ours; The Justice Department is considering implementing our 
Fellowship model with Assistant U.S. Attorneys nationwide; and Mayor Kirk Watson of 
Austin not only praised the program, but recently used it to reorganize his own housing 
office. 

Ernst and Young also found that: 

• Community Builders are providing increased customer service and responsiveness 
to community needs and requests 

• Community Builders are expanding outreach to new and in some cases previously 
under served partners 

• Community Builders are facilitating working partnerships furthering the Department’s 
mission 


Community Builders are utilizing valuable private sector experience and skills to 
benefit the public sector 

Community Builders are furthering the Department’s strategic objectives 
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Now, if you look at these findings - and when you consider what the Community 
Builders program was designed to do - 1 believe that you cannot avoid the conclusion 
that the program has been a phenomenal success. To hear the findings from an 
outside, independent, and reputable accounting firm only confirms what we at HUD 
have known all along. 

If you’re still skeptical, don’t take my word for it, and don't take the word of the many 
management experts that I have already quoted. Members of Congress and Mayors 
from across the country have applauded the work of our Community Builders. Let me 
highlight a few samples. 

Here’s what Mayor John Norquist of Milwaukee said - 

“HUD had been virtually invisible in the community. However, that has changed 
since the appointment of the four fellows in the local HUD office. They have 
worked hard to create a HUD presence in the community and have been wildly 
successful. Their efforts to ‘go where no HUD has gone before’ have resulted in 
HUD representation at venues specifically targeted toward under-served 
areas.,.. The Community Builder program is the model for empowering 
communities to achieve self-sufficiency.” 

And, in my home State of Texas, Mayor Bo Quiroga of Galveston said this about 
Community Builders in his area - 

‘They have helped guide me and the committee I have formed to begin to 
transform a neighborhood that has been neglected for many, many years - the 
Old Central/Central Park Neighborhood. We are about to launch a 
neighborhood effort that we hope will transform the neighborhood aesthetics, 
encourage self esteem, provide home ownership and encourage 
entrepreneurship opportunities.... I hope other cities are the recipients of the 
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same personal attention we are receiving from the HUD Community Builder 
Program, and I encourage you to consider expansion of this program in the 
future because it works.” 

I can assure the committee and Mayor Quiroga that many cities across the nation are 
enjoying similar assistance from our Community Builders. 

And finally, Mayor Dominic Pileggi of the City of Chester, Pennsylvania writes: 

I am a believer in a limited federal government. Nevertheless, the Community 
Builder program has been the single most effective innovation in a federal 
government program In my 6 years in City Government. 

Clearly, the Mayors are pleased with the work of our Community Builders. We at HUD 
are proud of this program. We are proud of our record of achievement and the outside 
evaluations over the past two years which have consistently shown that we’re moving in 
the right direction. 

Now, you may ask, why then did HUD’s Inspector General so severely criticize this 
program? 

The second point that I would like to make tn you today is that the OIG audit ignored all 
of the positive information on the program and based its findings on factually inaccurate 
and unsubstantiated claims. 

Their report is so full of inaccuracies that it’s hard to believe that it is about the same 
program which we call the Community Builders - and therefore, it’s important for me to 
set the record straight. 


Please allow me to provide you with a brief sample of the erroneous information in the 
Audit for I am confident that it will provide you with a much clearer understanding of the 
program: 
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• The Draft Report mistakenly claims that Community Builders do not fit the criteria for 
hiring under Schedule A. Schedule A hiring authority is designed, in part, for 
Fellowship programs like the CB fellowship. I would like to emphasize that HUD’s 
Office of General Counsel fully analyzed the applicability of Schedule A hiring 
authority to the Community Builders and concluded that “the Department may hire 
individuals from outside the Department to fill positions in the Community Builders 
program under the Schedule A authority of 5 CFR 213.3102 (r).” I would like to 
submit a copy of that memo for inclusion in the record. Oddly enough, one of the 
HUD attorneys who drafted the memorandum currently serves as the IG’s associate 
counsel. I cannot understand why the OIG would contradict the legal opinion of its 
own lawyer. 

• The IG report stated that there were irregularities in the hiring process for 
Community Builders and that the process was not well planned or implemented - 
This claim is absolutely false. The hiring process complied with all relevant rules, 
laws, and regulations provided by the Office of Personnel Management (0PM). In 
fact, we consulted with 0PM regarding the process and they did not object to any 
part of our plan. Our response to the IG report addresses this issue in detail. I am 
also providing you with a memorandum from our general counsel and DAS for 
Administration demonstrating that HUD acted appropriately in hiring Community 
Builder Fellows. 

• The IG report alleged that Community Builders merely do - and I Quote - “public 
relations” and that their work is of “minimal value.” Again, the IG is wrong and 
plainly distorts the record. As confirmed by E&Y, Community Builders are helping 
the Department meet each of its strategic objectives. Some of the clear examples 
of valuable work performed by Community Builders that E&Y found includes: 


helping local communities in Nevada assess their economic development needs; 
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forming a partnership between a Community Development Corporation, HUD 
and a local high school to assist with a crime mapping initiative; 

providing information so that a local government entity could access a new 
source of HUD funding for the first time; 

facilitating the participation of a local chapter of the United Way in the 
Department of Justice’s weed and seed program; 

bringing together a group of tenants and their landlord to help resolve 
maintenance and safety issues; 

identifying alternative financing options for the Cherokee Nation Housing 
Authority; 

leading a collaborative effort that included the Federal Emergency Management 
Agency to respond to freezing weather that destroyed crops that were an 
important part of the local economy; 

helping a non-profit organization in Galveston, TX find funding for a training 
program for young inner city entrepreneurs; 

locating a disabled-accessible apartment for a woman with multiple sclerosis and 
providing her information regarding fair housing complaint procedures; 

providing technical assistance to a local non-profit housing development 
organization to help it become a designated Community Housing Development 
Organization; 


providing information and technical assistance to help preserve Washington 
State’s Section 8 contracts; 
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organizing first-time home buyer training for iocai lenders who were interested in 
targeting the community’s under served minority first-time home buyer 
population; 

presenting information on HUD’s housing programs, including eligibility 
requirements and rent calculations to an AIDS Task Force to help them educate 
their clients; 

and working with the Philadelphia Housing Authority to inform public and 
assisted housing residents about new “Welfare-to-work" reform rules and 
regulations. 

Now, if you believe that’s public relations, that’s fine. I think its the relations the public 
expects us to have - to be responsive and reliable. This work is exactly what the public 
should expect from HUD - comprehensive services that are responsive to local needs. 

• The IG report alleges that Community Builders disseminate primarily political 
information . Once again, the IG is wrong. Community Builders provide information 
to customers on HUD and its programs. The OIG report provides absolutely no 
valid, reliable evidence for this unfounded charge. 

• The IG report inaccurately alleges that Community Builders are paid more than they 
should be and implies that salaries were determined in a more favorable fashion 
than for other HUD employees. The OIG fails to get the facts straight. HUD career 
human resources officials followed 0PM guidelines in assigning salary levels. This 
is the same process used to assign salary levels for all government employees. 
Nearly all Community Builder Fellows are mid-career professionals with 10 or more 
years of experience in their chosen profession and their average age is 45. Many 
also have advanced degrees in fields such as law, public administration, and public 
policy. The implication that Community Builders are paid too much is false. Their 
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pay is commensurate with their experience and ability. Salaries for Community 
Builder range from GS 7 through GS 15, approximately $27,000 to $105,000, 
including locality pay. 

These are but a sampling of the errors and inaccuracies contained in the IG report. 

That is why I urge this Committee to examine the facts carefully and draw your ovyn 
conclusions. I know that if you look at the facts objectively, you will conclude that the 
program has been unfairly attacked and that the basis for these attacks is 
unsubstantiated, anecdotal stories that clearly demonstrate a misunderstanding of this 
program. 

This brings me to my third point, i have grave concerns about the way in which this 
audit was handled. The OIG deprived Congress of the opportunity to weigh the facts in 
an even-handed manner. 

There are standards and guidelines that dictate the way audits are to be performed. 
There is also an issue of plain fairness. The IG’s audit fails on both accounts. It is the 
blatant disregard for the unspoken rules of fairness about which I am most deeply 
disturbed. We were not informed that the draft report was being released to Senators 
Bond and Allard, the Chairmen of the two Senate Subcommittees which we work with - 
without informing the ranking minority members of those committees as well. OIG staff 
were directed not to inform others of this early release of the report, yet they would not 
tell us who gave that order. The OIG's covert actions disadvantaged many in Congress 
because they did not have equal access to the draft report during the debate on HUD’s 
budget. I would hope that the OIG would not engage in partisan politics to undermine 
this innovative program. 

The final point I would like to make today is that HUD will not let positive reviews lull us 
into complacency nor negative attacks weaken our resolve to continue to improve this 
program. Today, I would like to share with you our comprehensive, five-part strategy to 
continue to improve the Community Builder program. We intend to build on what has 
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worked, and carry forth the recommendations set out by Ernst and Young. Here are the 

five prongs of the plan: 

Deploy HUD’s first-ever on-line, real time project and management tracking system 

• We are deploying a new on-line system to track and manage Community Builders’ 
projects. Although HUD has systems currently in place to track all of the 
department’s field activities, we have developed a new tool to help Community 
Builders with the management of their projects. This system enhances the 
Department’s ability to monitor individual Community Builder activities and 
continually assess their performance and the program as a whole. 

Enhance the role of Community Builders in making HUD run more efficiently and 

effectively 

• We are enhancing the role of Community Builders in HUD's Business and Operating 
Plan. HUD has improved the Department’s operations plan for fiscal year 2000 by 
further integrating Community Builder activities in the local, retail level business and 
operating plans and improving the accounting process at the national level. Using a 
new system enhancement, HUD is tying its field operations to goals and results 
achieved in measurable ways. Community Builders' contribution to the 
Department's goals will be clearly measured and more easily identified. 

Give Community Builders more effective management tools 

• We are continuing to enhance management training for our Senior Community 
Builders as part of our overall employee training. The Department will execute an 
aggressive plan to provide all Senior Community Builders with the necessary, 
comprehensive management training needed to successfully lead their offices to full 
attainment of their goals and objectives. HUD’s Senior Community Builders are a 
critical component of our organization, and we intend to provide them the tools and 
support they need to be effective. 
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Hold Community Builders to the highest standard 

• Community Builders will be thoroughly evaluated on their performance. The 
Department currently has a performance appraisal system in place. In addition to 
utilizing this existing system, the Department has developed additional standards 
and requirements for Community Builders Fellows, specifically designed to assess 
their performance in key areas. For example, Fellows will be rated on their 
performance as relationship managers for the Department - they are expected to 
enhance HUD’s relationships with customers in America’s many communities. We 
will ensure that Fellows will be held to high performance standards. 

Fully utilize the full range of technology tools 

• We will fully leverage HUD’s information technology systems. The Department has 
made extensive use of information and communications technology systems for 
training staff. We will be executing a plan to more fully exploit the Department’s 
past investment in these systems for providing high quality training for Community 
Builders so that they may best carry out their duties in the field. We will also 
continue to enhance the technology available to CBs in performing their jobs. CBs 
already are equipped with laptops that serve as virtual offices and offer real-time 
information. That means we must continue to enhance our state of the art web-site, 
expand oqr Community 2020 software, offer on-line assistance, web-casting and 
other new avenues to reach underserved communities and support their local 
efforts. 

Mr. Chairman, as you can see, we have a plan. It is a sound and positive plan with one 
goal in mind - to better serve American communities by working with them and 
responding to their needs. Community Builders help us to do that, and we are proud to 
have them as part of our workforce. 


I thank you for the opportunity you have given me to share with you the successes of 
the Community Builders program. I look forward to answering any questions you may 
have for me. 
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Customers Say CBs Are Working 


MEMBERS OF CONGRESS 
Senator Mark Baucus, Montana 
Senator Pete V. Domenici, New Mexico 
Senator Daniel K. Inouye, Hawaii 
Senator Jc^n D. Rockefeiier, IV, WV 
Senator Rick Santorum, Pennsylvania 
Senator Paul S. Sartenes, Maryland 
Senator John Kerry, Massachusetts 
Senator Mary Landrieu, Louiaana 
Stator Joseph Biden, Jr., Delaware 
Senator Charies E. Schumer, New York 
Stator Richard Bryan, Nevada 
Senator Evan Bayh, Indiana 
Senator Jack Reed, Rhode Island 
Senator Tim Johnson, South Dakote 
Senator Barbara Boxer, California 
Senator Patrick Leahy, Vermont 
Senator Christc^her Dodd, Connecticut 
Senator Richatd Durbin. Illinois 
Senator Edward M. Kennedy, MA 
Senator Robert G. Torricelli, New Jersey 
Senator John Edwarcis, North Carolina 
Senator Byron L. Oorgan, North Dakota 
Representative Bob Barr, Georgia 
Representative William L. Clay, Missouri 
Representative Elijah Cummings, MD 
Representative Calvin M. Dooley CA 
Representative Chaka Fatteh, PA 
Representative Bct> Riner, California 
Representative Barney Frank, MA 
Representative Bob Goodlatte, Virginia 
Representative ^ron P. Hill, Indiana 
Representatiiro Dennis J. Kucinich, CMtIo 
Representative Jerry Lev^^s, Califwnia 
Representative Nita M. Lowey, New York 
Representative Gregory W. Meeks. NY 
Repres^Ttetive George Miller, California 
Representative Solwnon Ortiz, Texas 
Represertative Jan Schakowsky, Illinois 
R^reserttative Ronnie Shows, Ml 
Representative Bennie G. Thompson, Ml 
Representative Edolphus Towns, NY 
Representative Maxine Waters, California 
Representative Henry Waxman, CA 
MAYORS 

Jesse M. Norwood, '■Prichard, AL 
Quitinan Mitchell, Bessemer, AL 
Julian Price, Decatur, AL 
Forrest DeWitt, Saxman. AK 
Jim Dailey, Little Rock, AR 
Hubert BrodelL Jonesboro, AR 
Tommy Swaim, Ja<ti«onvi!le, AR 
Richard Marcus, Culver City, CA 
Victor P. Lopez, Orange Cover, CA 
Lori Holt Pfeiier, Escondido. CA 
Richard J. Riordan, Los Angeles, CA 
Ronald O. Loveridge, Riverside, CA 
Sam Area, Guadalupe, CA 
Rosemary M, Corbin, Richmond, CA 
Jesse Ortiz, Arvin, CA 
Gary A. Podesto, Stockton, CA 
Ron Gonzales, San Jose, CA 
Jim Patterson, Fresno. CA 
Jerry Brown, Oakland, CA 
Willie Lewis Brown, Jr., San Francisco 
Dick Lyon, Oceanside, CA 
Susan Golding, San Diego, CA 
LaVem C. Nelson, Greeley, CO 
Joe Keck, Cortez, CO 
Wellington E. Webb. Denver, CO 
Cofinne Koehler, Pusbio, CO 
Don L. Parsons, Northglenn, CO 
Nancy Heil, Westminster, CO 
Saiina Siler Marriott, Maryland House of 
Delegate, MD 


Janet Gehthaus^ Lamal, (X> 

MaryLou Makepe£K:e, Cd<Mado Springs 

John DeStefaffio, Jr., Nov Haven, CT 

James H. Sfe, Jr., Wfitawngton, DE 

David J. Fis<rf»er, St P^rsburg, FL 

Frank Sc^, Cave GA 

Bob Young, Augusta, GA 

Jim Marshall, GA 

Donald S. W^ker, Warner Robins, GA 

Tommy Col^nan, Albany. GA 

Giii Campbeti, Atianta, GA . 

Stephen Yarr^shiro, Cour^ of Hawaii. HI 
James “Kimo" ^ana, County of Maui. HI 
Maryanne Kusako, of Kauai, HI 

Maxine Horn, Nampa, ID 
Charies K. Bebout, Muncie, IN 
Scott L. King, Gary, IN 
Davtid J. Aubr^, Horror, LA 
Hayward D. MoSormick, Viwan, LA 
Connie Youngblood, Colfax, LA 
John Landry, Village of Dry Pong, LA 
David J. Wooten, Cambridge, MO 
Dean L. Johnson, Annapolis, MD 
Thcmias M. Menino, Boston, MA 
Thomas T. Lumis, Jr., Brocktem, MA 
Eileen M. Donoghue, Lowell. MA 
Gerald S. Doyle, Pittsfield, MA 
Ri(*ard C. Howard, Malden. MA 
Francis H. Duehay, Cambridge, MA 
William F, Stanley, Wefitham, MA 
Stanley J. Usovicz, Salem. MA 
Guy A. Santag^e, Chelsea, MA 
Dorothy A. Kelly Gay, Somen/ilie. MA 
Mary M. Carrier, Newbutyport, MA 
Bruce H. Tobey, Gloucester, MA 
Mary L. Ford, Northampton. MA 
Mary H. Whitney, Fitchburg, MA 
Edward M. Lambert, Jr., Fall River, MA 
Robert G. Nunes, Taunton. MA 
Michael J. McGinn, Medford, MA 
Michael J. Albano, Springfield, MA 
James A. Sheets. Quincy, MA 
Patilcia A. Dovriing, Lawrence, MA 
Joseph P. Ganim, Bridgeport. MA 
John H. Logie, Grand Rapids, Ml 
Dennis W. AreSner, Detroit Ml 
Gary L. Loster, Saginaw. Ml 
Woodrow Stanley, FItat Ml 
Fred J. Neilsen, Muskegon. Ml 
Harvey Johnson, Jr., Jackson, MS 
Clarence Hannon, St Louis, MO 
R(Midell Steward, Independence, MO 
Larry Stofctos, St Jos^h, MO 
Jeff Griffin, Reno, NV 
Kevin J. Phillips, C^rente. NV 
Walter G. Sanders, West Wendover, NV 
Michael A. Pirollt, Bridgeton, NJ 
Lstfry A. Detgardo, Santa Fe. NM 
John D. Spencer. Yonkers. NY 
Richard sialera, Hudson. NY 
Kenneth D. Swan, Lockport, NY 
Ernest D. Davis, Mount Vernon, NY 
Clyde M. Rabideau, Jr., Plattsburgh, NY 
Gerald D. Joinings, Albany, NY 
Michael K. Stafford, Fulton. NY 
Wbert P. JarezynsW, Sr^ienectady, NY 
Mark P. Paflison, Troy. NY 
Roy A. Bemardi, Syracuse, NY 
William A. Johnson, Jr.. Rochester, NY 
Antaony M. Masiello. Buffefo, NY 
Thwnas R. ^Kxza, Glen Cove, NY 
Terrence M. Heanmill, Oswego, NY 
C^olyn S. Wien, GreensbOTo, NC 
Rebecca R. Smothers, hSgh Point NC 
Fred We^eis, Chamwt. HUDZ 


Bill Sorensen, Bismarck, ND 
Carroll W. Erickson, Minot NC 
Patricia A. Owens, Grand Forks, NC 
Roxanne Quails, Cincinnati, OH 
Michael R. Turner, Daytcm, OH 
Artour M. Wallace, Lancaster, OH 
George M. McKelvey, Youngstown. OH 
M. Susan Savage. Tulsa, OK 
Vera Katz, Portland, OR 
Joseph J. Bend^l, McKeesport, PA 
Tom Murphy, Pittsburgh, PA 
Thomas D. k^roarty, Wilkes-Barre, PA 
Dominic F. Rleggi, Chester, PA 
Charles H. Robertson, York, PA 
Joyce A. Savocchio, Erie, PA 
Charies W. Smithgali, Lancaster, PA 
Robert T. Price, Sharon, PA 
Kirk Watson, Austin, TX 
Jose A. Aranda. Jr., Eagle Pass, TX 
Windy Sitton. LuM>ock, TX 
Dot Stafford, Pecos C%, TX 

“Bo" Qtfiroga, Galveston. TX 
Deedee Corradini, Salt Lake City, UT 
Geartd Wright, West Valley City, UT 
Peter Clavelle, Burlington, VT 
Rosalyn R. Dance, Petersburg, VA 
Paul Schell, Seattle, WA 
Evelyn A. Robertson, Ciendenin, WV 
John O. Norquist, Milwaukee, Wl 
James W. Tim' Monroe, Ca^r, WY 
STATE GOVERNMENT OFFICIALS 
Geri Tebo, Bureau of Community and 
Healtii Sen/ices, AZ 
Sandra R. Kane, Assistant Attorney 
General, AZ 

Daniel R. Drake, Executive Assistant 
U.S. Attorney, AZ 

John L. Burtorr, Senate President pro 
Tempore, CA 

Martha Escutia, State Senator, CA 
Dorotoy Rupert, State Senator, CO 
Rudolph "Rudy* Bradley, State House of 
Representatives, FL 
Susan Schaefer, Chief Judge, Ciroult 
Court, FL 

Janice N. Takahashi, Department of 
Business, Economic Development & 
Tourism, HI 

Ronald S. Lim, Special Assistant to toe 
Governor, HI 

Donald K. W. Lau, Department of 
Business, Econ^ic Development & 
Tourism, HI 

Emil Jones Senate Minority Leader, IL 
Darlene Jeris, Executive Director, 

Finance Authority, lA 
James M. Moore, Assistant U.S. 

Attorney, District of Maine 
Gladys Oyoia, Legislative Aide, State 
Hexise of Representatives, MA 
Joyce Hankins, Legislative Assistant, 
State House of Representatives, Ml 
Jeannine Robinson, Governor's Office for 
Children. Youto, and Families, MD 
Ron Roberts. San Diego County, CA 
Nan Morehead, City & County of Denver 
Allegra Haynes, City & County of Denver 
Susan Casey, City and County of Denver 
Debra Ortega, City & County of Denver 
Joyce Foster, City and County of Denver 
K. Mackenzie, City & County of Denver, 
Thomas Gordon, New Castle County, DE 
Janet Owens, Anrte Arundei County, MD 
Richard Suili\ten, Colorado Spring, CO 
Jim Uies, Boulder County, CO 
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Alice K. Wolf, State House of 
Representatives, MA 
Patrick C. Herlihy, Community 
Development Director, Office of State 
Planning, NH 

Velmanette Montgomery, New York State 
Senate, NY 

William A. McNeil, Department of 
Commerce. NC 

Dennis Wenner, Director, Mental Health 
Services, TN 

Ralf^ Becker, Stele House of 
Representatives, UT 
Richanf E. Walker, D^t of Community 
and Economic Development, UT 
Rick Weiland, Regional Director. 
State/Federal Disaster Field Office, 

FEMA. UT 

Steve Emory, Deputy Federal 
Coordinating Officer, State/Federal 
Disaster Field Office. FEMA, UT 
Gwendol^ Moore, State Senator, W! 
CITY GOVERNMENT OFFICIALS 
William A. Bell, Sr. Council 
President/Interim Mayor, Biimlngham. AL 
Phil Gordon, Councilman. Phoenix, AZ 
Marie Lopez Rogers, Council Member, 
Avondale, AZ 

Margarita Reese, City Manager, El 
Mirage, AZ 

Mary E. Hoy, Assistemt To\w Manager. 
Guadalupe, AZ 

Robert R. Browi, Asastant City 
Adminisbator, Madem, CA 
Mike Hernandez, Coundl Member, Los 
Angela, CA 

Randy Anstine, City Mgr, Gre^tfieid, CA 
Nancy J. Nadel, Council Member, 
Oakland, CA 

Christine Kehoe, Council Member, San 
Diego, CA 

Nate Holden, Councilman, Los Angeles 
Byron Wear, Deputy Mayor. San Diego 
Jayne E. Crask, Management Assistant, 
Chino, CA 

Richard J. Ramirezt City Manager, 

Hemet, CA 

Christina M. Cuervo, Assistant City 
Manager, Miami Beach, FL 
John C. Yoshimura, Council Chair, 
Honolulu, HI 

Barry Fukunaga, Deputy Director, City 
and County of Honolulu, HI 
Ledie A. Hairstwi, Alderman, Chicago, IL 
Midiaei E. Hairis, Budget Dir, Chicago !L 
Lorraine L. Dixon, Aidetmai, Chicago, IL 
Larry Ferdin^, Director, D^artinent 
Community Devdopment, Shreveport, LA 
Jay Ash. Executive Director, Chdsea, MA 
R«^rt J. Duffy, Director, Brookline, MA 
Edward A. Handy, Director, Block Grante 
Office, Cambridge, MA 
Reed Phillips, City Manager, Saginaw, Ml 
Gertrude A. Young, Mayor Pro Tern, 
Vicksburg, MS 


Comrruttee, St. Louis, fcK>Tf€ty Nash, 
Councilman, Kansas City MO 
Mary Wi!lams*Neal, Coundlwtxnan, 
Kansas (Sty. MO 
Paul J. Feiner, Town Sup^visor. 
Greenburgh, NY 

C. Virginia Fields, Manhattan Borough 
President. NY 

Angel Rod^uez, CkJundlman. 38th 
Ctouncit Disfrfct, NY 

Rwinie Eidrir^a Gounc^ Member. City of 
New York, NY 

Teny R, Seeley, Siqjenrisor. Fort 
Edward, NY 

Janette Pfeiff, Supervisor, Seneca Falls 
NY 

Robert Hill, Jr. City Commissioner, 
Middletown. OH 

Charieta B. Tavares, City(^uncil, 
Columbus, OH 

Matthew J. Krkaer. City Manager, 
Springfield, OH 

Diana Rh/^a-O'Bryant, Executive 

Director, Reading. PA 

Homer Q. Pendleton, Preadent, Ford 

City Borough, PA 

Michael A. Nutter, City Council. 

Phiiadeiphia, PA 

Eva Gladstein, Mayor's Office of 

Community Service, Phiiadeiphia. PA 

Kevin A. Feeley, Deputy Mayor for 

Communications, Philadelphia, PA 

John Ward. City Manager, Amarillo, TX 

Mary Collier, City Secretary, Jayton, TX 

Kenneth Neal, (ity Manage, Peccs, TX 

James 0. Ritchie, Acting City Manager, 

Roanoke. VA 

Rowland Taylor, City Mgr, Franklin, VA 
Donald Hines, Asst Director, Economic 
Development Depaitm^, Tacoma, WA 
Frederick G. Gordon, Alderman, 
Milwaukee. Wl 

COUNTY GOVERNMENT OFFICIALS 
Annette Rose, Marin County, CA 
Diane M. Lovell, North County, CA 
Susan Reyndds. North County, CA 
Edward Baker Jr San Diego County, CA 
Maty Lobo*Oorsey, Hartford County, MD 
Buzz Westfall, St. Louis County. MO 
Robert A. Anaya, Santa Fe CJounly, NM 
Thomas Makow^. Luzerne (bounty, PA 
Joe Ctorcoron, Lackawanna County PA 
Ray A. Aiberigi, Lackawanna County, PA 
John Senio, Lackawanna County, PA 
Robert Eckels, Judge, Harris Ctounty, TX 
Glen M. Burton. Weber County, UT 
Margery Hrte, Snohomish Ctounty, WA 
HOUSING AUTHORITIES 
George J. Moylan, San Louis CX^po, CA 
Tra M. Ingr^, Ric^imond, CA 
Robert G. Pearscxi. Santa Barbara, (^ 
Andrea Roark, Imperial Valley, CA 
Christine Richard. Madera. CA 
Mike Flo. Northern Ctelifomia-Nevada 
Executive Directors Association, CA 


Jack Quinn, Pueblo, CO 
Norleen Norden, State of Colorado, CO 
Salvadore Carpio, Jr., Denver, CO 
David Carter, Eagle County, CO 
Elaina Beeman, Rome, GA 
Steve Bennett, Rome, GA 
Lonnie Napier, Sylvester, GA 
Charles Alexander, W^ner Robins and 
Ctounty of Houston, GA 
A. ThomaS'Cooley, Cartersviile, QA 
Jill Dickerson, Cenfral Iowa, lA 
John R. Daly, Jr., Malden. MA 
Thomas K. Lynch, BamstaWe. MA 
Ra^miond R Murphy, Jr. Hoiycke, MA 
Richard J. Sergi, Brockton, MA' 
Raymond B. Asselin, Springfield, MA 
Brian M. Cloonan, Brookline, MA 
Robert H. Murray, Falmouth, MA 
Joseph S. Finnerty, New Bedford, MA 
Richard J. Viveiros, Fall Rivet, MA 
James L. Miiinazzo, Loweil, MA 
Remand C. Mouss^y, Weymouth, MA 
James P. Lynch, Chicopee, MA 
David Green, Michigan Stete, M! 

Gary Heidel, K^chigan State, Ml 
Victoria M. Shipley, Minneapolis, MN 
Dallas J. Parks, Kansas City, MO 
Bobby K. Henry, Sikeston, MO 
Thomas P. Cosldlo, St. Louis, MO 
Neil Molloy, St. Louts County, MO 
De^ J. Christen, M^tchester, NH 
Timothy J. Connors, Pextsmouth, NH 
Robert Pacheco. Tucumcari, NM 
Van Asseit, Rochester, NY 
Paul A, D^linger. Allen Metmpoiiten, 
Lima, OH 

Roy E. Hsmcock, Tulsa, OK 

Ronald S. Jackson, Montgomery County, 

PA 

Clark E. Raberold, Allentown, PA 
Daniel J. Kanuch, Johnston, PA 
Perry O'Malley, County of Butlsr, PA 
Stephen J. O’Rourke, Providence, R1 
Timothy J . White, West Menphis, TN 
Melvin L. Braziel, San Antortio, TX 
Alejandro G. Ctemnado, (^meron 
County. TX 

Betty Taft, Leveiland, TX 
Bias Cantu, Jr.. Harlingen. TX 
Barbara Holston, Fort Worth, TX 
Roberto Alvarado, El Paso, TX 
Gary T. Moore, Waco, TX 
Sharon Strain, Galveston, TX 
Quincy Wiite, Lubbock, TX 
Clarissa E. McAdoo, Suffdk, VA 
John E. Black, Norton, VA 
Norman S. McLoughiin, ^sn. of 
Washington Housing Authorities, 
Siiverdale, WA 

Christina M. Pegg, Longview, WA 
Tony G. Bazzfe, Raleigh County, WV 
Ricardo Diaz, Milwaukee, Wt 
John Gaieotos, Cheyenne, WY 
Maurice Dawson, San Mateo County, CA 
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What Independent Experts Say 


Public Strategies Group and Booz-Allen & Hamilton, 1998: 

“At its core, the thrust of this plan is not a downsizing of empioyees but a 
serious fundamentai rethinking and reorganizing of the way HUD does 
business - a serious and sweeping reinvention plan that could not only 
radically and permanently alter and improve HUD operations and culture, 
but could hold lessons for other large-scale reinvention efforts in both the 
public and private sector.” 

“The greatest strength of HUD 2020 is that it achieves a mission clarity that 
many public organizations fail to achieve." 

“Taken as a whole, the HUD 2020 Management Reform Plan, as it is being 
implemented today represents one of the most ambitious, fundamental, 
and exciting reinvention plans in the recent history of the federal 
government.” 

“Community Builders represent the first significant infusion of new talent 
at HUD in a decade and could be the prototype for a new type of public 
servant in the 21®* century.” 

“In our opinion, if HUD continues going down the road it is going 
today. ..the agency that was a symbol for government scandal in the 1980’s 
could very well be a model for reinvention in the 1990’s. In the process, it 
could write one of the great reinvention stories of recent history.” 


Ernst & Young LLP, 1 999: 

“We believe the Community Builder Program can prove to be a model of 
government management innovation and reinvention success.” 

“The Community Builder program may serve as an innovative government 
model of improved customer service for government institutions at all 

levels.” 

“The Community Builders have been very effective in bringing their private 
sector expertise to the public sector . . . proactive in identifying 
opportunities and areas of need within their communities. . . are very 
knowledgeable about HUD programs and non-HUD programs alike . . . and 
are professionally competent and well-respected figures in their 
communities.” 
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Senior Associate Dean for Executive Program Development, Harvard University Kennedy Schooi 
of Government, 1 999: 


“Overall, the program holds considerable promise (not fully realized as it is 
still early) to make a distinctive contribution to community development in 
the US, helping local communities advance their development goals and 
contributing to more effective partnership between the federal government 
and those at the local level.” 


Andersen Consuiting, 1999: 

“In striking contrast to the image of a federal bureaucracy, HUD’s staff is 
perceived by its customers as providing exemplary service, accurate 
information, and HUD staff also received high marks for timeliness of the 
information provided. The fact that HUD customers indicated high positive 
level of customer service is even more impressive because of the high 
disposition of government customers to negative bias (since, unlike private 
companies, HUD must regulate its customers.) 

‘To Increase the benefits of the improvement of service delivery, HUD 
would be well served to continue its efforts to promote and support the 
Community Builder initiative, provide more resources to develop more 
thorough customer coverage, and provide structured CB goals to achieve 
positive business results.” 
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What people are saying about Community Builders 


By developing the Community Builder and Public Trust Officer positions, 
which focus on community outreach and on compiiance monitoring 
respectiveiy, HUD has created a more efficient organizationai structure. 
With staff coitaborating in a more focused and defined manner, it makes for 
a more effective and responsive HUD. We have used this modei in Austin 
to reorganize our own housing office. Mayor Kirk Watson, Austin Texas 

San Francisco Community Buiiders have provided invaiuabie assistance to 
my office with my proposed iegisiation to eradicate race restrictive 
covenants in the State of Caiifornia. John Burton, President Pro Tempore, California 
State Senate 

/ am very pieased to see the degree to which Community Buiiders in the 
Boston HUD office have been invoived with the City. Thomas M. Menino, Mayor 
of Boston 

The Community Buiider concept is truiy an innovation in government, i 
appiaud HUD for the deveiopment and impiementation of this program and 
i urge the Congress to continue to fuily impiement this unique initiative. 

Michael Nutter, Philadelphia City Councilman 

/ hope you wiii...do everything in your power to see that the Community 
Buiiders initiative continues. Their absence wouid be a significant and 
senseiess loss to citizens like myseif who wouid otherwise flounder alone 
and risk failure in our attempt to grow and benefit ourselves and our 
communities. Yasmina Cadiz, President/CEO Punctilio Interiors, a small business owner in 
Chicago’s Empowerment Zone 

/ wanted to take the opportunity to commend to you the expertise and 
assistance that Blair Lund, as a Community Builder has provided to the 
Greater Las Vegas Association of REALTORS for helping to develop a 
much stronger and, in my opinion unprecedented relationship between 

HUD and our industry group. William Thome, Greater Las Vegas Association of Realtors 

Over the past year, I have seen an increased level of partnership between 
HUD and the City and County. [The Community Builder program] 
exemplifies the federal-San Francisco partnership at its best and most 
successful. Willie Brown, Mayor, San Francisco 

...the Storefront staff of HUD Community Builders, experienced with 
housing programs, combined with dedicated efforts to this community, 
complements the philosophy of serving those most in need of housing 
assistance with with programs that work, will be HUD’s new legacy in New 
Mexico. Pete V. Domenici, U.S. Senator, New Mexico 
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In my opinion, previous local HUD personnel would not have been as 
successful In developing this type of interdisciplinary program (a mortgage 
"group" put together to develop standards and certification for the 
homebuyer, educator, mortgage broker, and mortgage banker). Clearly 
this program reflects the benefits of the community builder program. ..R. 
Schmidt, PhD, UNLV Greenspun College of Urban Affairs 

I write to you today to express my deepest appreciation and strong support 
for the Community Buiiders program under HUD... we do not have the 
personnei capacity that other cities do. ..The Community Buiiders program 
has helped close the gap. John T. Yunlts, Jr. , Mayor, Brockton MA 

2020’ s Community Buiider program is a masterstroke and an 
empowerment tooi for cities in its purest form. John Norquist, Mayor, City of 
Milwaukee 

It has been my experience that the Community Builders Program has been 
an effective Initiative by HUD because it invests in a single HUD employee, 
the authority and expertise to advise district congressional offices and 
their constituent communities on a department-wide variety of programs 
and topics. Members of my district staff inform me that community builders 
have provided my office with effective assistance on a number of different 
occasions within the past year. I consider the CB program to be an 
effective, value adding initiative, and I fully support It. Congressman Barney 
Frank, Massachusetts 

/ want to take this opportunity to make you aware of the outstanding 
service provided for my constituent...! commend CB Jones for the work 
performed for my constituent and for providing such wonderful 
service.. .thank you for your agency’s exemplary assistance. Congressman 
Bob Goodlatte (S’^' District), Virginia, Assistant Majority Whip 

The Community Builder program initiated by the Federal Department of 
HUD has added a new and valuable dimension to the relationship between 
local and federal governments. Lancaster and other local governments 
across the land face complex economic and social challenges. A growing 
corps of Community Builders across the country will be a powerful force 
for change, growth and self-empowerment for local governments and their 
constituents. Charles Smithgall, Mayor, City of Lancaster PA 

...Your prompt and knowledgeable inquiries into the matter produced the 
desired information and restored Mr. Halbig’s (my constituent) confidence 
In your agency... You have shown what an asset the Community Builders 
program is to Hoosier residents. Congressman Baron Hill ( 9th District), Indiana 
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Although I am very familiar with HUD’s block grant and HOME 
program. ..there was virtually no other HUD presence in Milwaukee’s 
neighborhoods until the Community Builder Fellows joined the Milwaukee 
HUD office last year. Frederick Gordon, Alderman, 7*' District 

Your Community Builder team has made a decided contribution to the well- 
being and general welfare of the city I love - - Baltimore. Salima Siier Marriott, 
Delegate, Maryland House of Delegates 

Carol is a visionary whose continued leadership in our efforts to reduce the 
racial disparity in infant mortality is greatly needed. Jeannine Robinson, mps. 
Director, Maryland Commission on Infant Mortality Prevention 

/ urge you to continue the Community Builders Program since it is a direct 
iine approach to connecting resources with iocai needs. Christine Kehoe, 
Councilmember, San Diego 

The Community Buiiders program is a new concept to those of us at the 
Iocai government ievel. We have found the program and servicing 
community buiiders’ staff to be a superb ciearinghouse for a muititude of 
issues and information. Mayor Tommy Sw/aim, Jacksonville, Arkansas 

She (the CB) is aiways so wiiiing to be of assistance and go the extra 
mile... it is a pleasure to have someone who so promptly helps to get the 
problem solved. Senator Thad Cochran, Mississippi 

The Community Buiiders initiative is exactly the kind of innovative thinking 
we need at HUD and exactiy the way the federai government should be 
working as we move Into the next century. Congressman John Conyers, Jr. (14’'' 
District), Michigan 

The Community Buiiders Program has proven to be a great asset to the 
community. Congresswomen Corrine Brown (3"* District), Florida 

Lori is doing an outstanding job and is pro-active in... keeping not oniy my 
staff, but the entire community informed of the many services you (HUD) 
have to offer. Congressman Bob Barr (7"' District), Georgia 

/ was pleased to read your recent article in the Bangor Daily News about 
the efforts of HUD to crack down on housing discrimination. ..such efforts 
are helpful in educating both persons who have disabilities as well as 
those who construct, operate or lease housing in Maine. James Moore, 

Assistant U.S. Attorney, District of Maine in a letter to the Senior Community Builder for the state 
of Maine 

The Storefront staff of HUD Community Builders, experienced with housing 
programs, combined with dedicated efforts to this community, 
compliments the philosophy of serving those most in need of housing 
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assistance with programs that work, will be HUD’s new legacy in New 
Mexico. Senator Pete Domenici, New Mexico 

We are glad to have found a community friend and partner as well as a 
Community Builder. Barb Feige, aids Program Coordinator, Jewish Healthcare Foundation 

/ am pleased to say that the Department of Housing and Urban 
Development has shown an Increasing interest in working in collaboration 
with community and faith-based organizations. The Community Builders 
represent community change agents, and they focus on community and 
economic challenges facing our neighborhoods. [They] have helped the 
faith-based community to establish additional additional linkages with HUD 
and other federal agencies... [and] have greatly aided... in attaining a better 
understanding of HUD and Its programs. I am optimistic about the notion 
that Community Builders could become the prototype for future public 
servants at HUD. Wallace Hartsfield, Minister, Metropolitan Missionary Baptist Church 

...As we continue through the process, the (Comprehensive) Plan will 
incorporate many perspectives in the community. Your work has helped to 
give form to those perspectives. Mayor Rick Mystrom, Anchorage, Alaska 

They (CBs) have helped me, as well as others in my office - - 
redevelopment, economic development, etc. - - grant applications, getting 
to the right person at HUD and other federal agencies, providing timely 
information from HUD, setting up meetings, introducing us to relevant 
contact people, both locally and nationally, developing new initiatives and 
researching development or program issues such as regulatory issues. 
Bonnie Contreras, administrator. Enterprise Community Program, San Diego, California 

For those of us who have struggled over the years to encourage 
investment and revitalization in the central city, HUD has been a partner 
whose goods and services appear to be getting better. It would be 
unfortunate for the Community Builder program to be shut down in its 
infancy. Michael Morgan, President, Spirit of Milwaukee 

Ms. Williams has brought a level of enthusiasm, commitment and an 
excellent skill In networking to this task. Through the efforts of Ms. 
Williams, the Department of Mental Health and Mental Retardation has 
developed a positive working relationship with HUD that is having a 
positive impact on the development of housing opportunities for the 
mentally ill. Elizabeth Rukeyeser, Commissioner, Department of Mental Health and Mental 
Retardation; Nashville, Tennessee 

Marie is helping crystallize the energies of several disparate agencies who 
have never before worked together to help achieve a goal that each agency 
shares - - safe, sound and affordable housing for persons with mental 
illness. W. Jeff Reynolds, Tennessee Housing Development Agency 
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lama firm believer in HUD’s Community Builder Program. ..It is critical that 
rural areas share in the resources available to more populated cities and 
communities. The Community Builder program takes an active role to 
incorporate HUD’s programs into community building and economic 
development, but more importantly it also Integrates other economic 
development agencies such as USDA-rural Development, the Economic 
Development Administration. ..CDFI and more. Max Baucus, u.s. Senator, 

Montana 

My District Director, Fieid Staff and Legisiative Staff aii have come to reiy 
on Community Buiiders as they respond to constituent concerns about 
housing and community deveiopment projects. The Community Buiiders 
in San Diego are making the federai government reievant to peopie in their 
everyday iives. They have my fuli support. Bob Filner, u.s, Congressman, CA 

/ found the (CB) to be passionate about her work and persistent in her 
buiiding of reiationships within the community. Dr. Sharon Shields, Vanderbilt 
University Faculty 

...He (the CB) played preciseiy the sort of Ombudsman role that we all 
hoped HUD’s Community Buiiders would play when the program was 
originally created. He carried information and concerns back and forth 
between HUD headquarters and the grassroots. He iistened and advocated 
for us without ever iosing sight of his responsibiiities and his iimits as a 
HUD empioyee. He stood in our corner - - and in HUD’s corner --at one 
and the same time. John Davis, Partner, Burlington Associates in Community Development 

Our Community Buiiders are famiiiar with the area, understand iocai 
initiatives, and are avaiiabie to provide assistance, support, and quick 
answers to difficult questions. The City staff is very supportive of the 
Community Builders program because of the convenience of a singie 
contact. David J. Fischer, Mayor, St. Petersberg 

...we aiso appiaud the vision and wisdom in the creation of the Community 
Buiiders Program and how it has made the Department more visibie and 
assessable to the citizens of Atianta. The Community Buiiders have 
enabied more peopie to take part in the decision making process at the 
Iocai ievei. Bill Campbell, Mayor, Atlanta 

These Community Builders’ presence at Waco community projects have 
helped to promote partnerships between the Waco Housing Authority and 
the City of Waco. They have recommended that the Housing Authority be 
included in any meeting invoiving city housing issues and as a resuit, the 
City of Waco recognizes the Housing Authority as an important partner in 
the revitaiization of our city. Gary Moore, President, Texas Chapter of NAHRO 
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The Buffalo Community Builders have been there to transmit information, 
offer suggestions, and make vital assistance available to steer our 
Initiatives. Literally every dealing we’ve had with HUD since the inception 
of the Community Builder program has improved because of the “one-stop 
shopping we can now use in seeking information and assistance. Mayor 
Anthony Masiello, Buffalo, New York 

This program has brought to our community much-needed technical field 
representatives with knowledge and experience in community planning 
and development. I have found their work to be invaluable, particularly in 
light of the fact that we are a small city with large plans and a limited 
budget. Mayor Thomas Suozi, Glen Cove, New York 

Whether it be providing technical assistance with RFPs, connecting people 
and organizations to community resources, providing training and 
education on HUD programs to owners and managers, supporting 
preservation efforts, developing partnering relationships, supporting 
preservation efforts, developing partnering reiationships, supporting 
industry projects such as Fair Housing Best Practices or Neighborhood 
Networks - - the Community Builders have proven themselves as both 
highly capable and committed individuals. Joseph Diehl, Executive Director, 
Affordable Housing Management Association 

Many people expressed skepticism about the idea of creating the 
Community Builder position, and I include myself among them. Martha 
truly exemplifies the intent and value of this position. Christina M. Pegg, 
Executive Director, Longview Housing Authority 

The Community Builders... have been instrumental in assuring that all 
potential applicants for Super NOFA funding are informed and afforded 
guidance on how to apply. I have been informed by my staff that a key 
component of HUD, the Community Builder, Is under attack...! certainly 
hope that you can add my voice to many others from Seattle about the 
worthiness of the program. Paul Schell, Mayor, City of Seattle 

/ urge you to continue the Community Builders Program since it is a direct 
line approach to connecting resources with local needs. Christine Kehoe, 
Councilmember, San Diego 
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U. S. Department of Housing and Urban Development 
Washington, D.C. 20410-0500 


CE OF GENERAL COUNSEL 


MEMORANDUM FOR: Andrew M. Cuomo, Secretary, S 


FROM: Gail W. Laster, General Counsel, C 


SUBJECT: Use of Schedule A Authority for External Hiring of 
Community Builders 


You have asked for a legal opinion as to whether the 
Department may externally hire individuals to fill positions in 
the Community Builders program under the Schedule A authority set 
forth in the recently published 0PM regulation entitled 
"Fellowship and Similar Appointments in the Excepted Service, " to 
be found at 5 C-F.R. Part 213. In my opinion, the Department may 
hire individuals from outside the Department to fill positions in 
the Community Builders program under the Schedule A authority of 
5 C.F.R, §213,102(r) . 

The cited 0PM regulation sets forth a class of positions 
within Schedule A of the Excepted Service . Schedule A of the 
Excepted Service is one of a number of schedules which authorizes 
agencies to hire persons who ordinarily will not become 
competitive service employees. Schedule A covers those positions 
for which it is impracticable to examine and which are not 
confidential or of a policy determining character, 5 C.F.R. 
§213.3101, such as interpreters and lawyers. The §213. 102 (r) 
class of positions covers non-permanent employment, such as 
fellowships, internships and similar programs. The class covers 
positions in programs that provide developmental work 
opportunities and learning experiences for individuals who have 
completed their education, or who are bringing specialized 
private sector experience to the agency. Based upon the many 
meetings that my staff have attended, it is clear that the 
Community Builders program is envisioned to provide the 
equivalent of an internship or fellowship in community building 
for those individuals graduating from universities with various 
levels of degrees and those in community positions who would 
subsequently teach, advise or return to the community at the end 
of the term at HUD. The Community. Builder program, as it applies 
to external hires, would, therefore, fall squarely within the 
parameters of 5 C.F.R. §213. 102 (r). 
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My staff has also compared the potential staffing of 
external hires by temporary or term appointments as well as 
through Schedule A appointments under §213. 102 (r) . The attached 
chart demonstrates the various differences. A salient difference 
among the three types of service is that temporary or term 
appointments require the Agency to give "preference" to current 
Federal employees (including any HUD employees) who have been 
notified that they are to be separated, and former Federal 
employees who have been separated, because of downsizing and 
reorganization activities, anywhere in the Executive Branch. 

This preference would militate against the purpose of the 
program, which is to provide internships or fellowships in 
community building for those individuals graduating from 
universities and those in community positions who would 
subsequently teach, advise or return to the community at the end 
of the term at HUD. Other differences are that temporally or term 
service would require the ‘agency to consider candidates in "rank" 
order. Fellowships and internships are non- traditional 
employment situations which suggest less stringent selection 
criteria because the applicants come from targeted academic or 
professional disciplines or because of a candidate's interest in 
an agency's programs. See 62 Fed. Rea . 42943 (August 11, 1997) . 
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Fellowship 
Appointments under 
Proposed Rule of 

5 C.F.R. Part 213 

l-y©ar Temporary 
Appointment 

Term Appointments 

Hiring process: 

Positions are in 
the excepted 
service, thus 
competitive service 
adminis tra t ive 
requirements would 
not be applicable. 

Vacancies must be 
announced; Agencies 
must establish 
register and chose 
from the best 
qualified. If 0PM 
register not used 
Agency must send 
public notice to 

0PM of openings , 

Vacancies must be 
announced; Agencies 
must establish 
register and chose 
from the best 
qualified. If 0PM 
register not used 
Agency must send 
public notice to 

0PM of openings . 

Appointments : 

Appointments under 
this authority may 
be made for up to 
four years . 

One vear 

aonointment . which 
may be extended for 
one additional vear 

Appointment for 
period of more than 
one year, but not 
more than four 

only . Agency may 
not fill position 
by temporary 
appointment for 
more than 24 months 
within preceding 
three years . 

years . 

Management retains 
the right to 
terminate the 
appointment during 
first 12 months. 

Management retains 
the right to 
terminate the 
appointment at any 
time . 

Management retains 
the right to 
terminate the 
appointment at any 
time during the 
first 12 months. 

Veterans 

preference; 

Veterans preference 
applies but 0PM mav 
exempt aaencv from 

1 strict compliance. 
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Non veterans: 
Termination of the 
appointment after 
the initial 24- 
month period and 
prior to the 
expiration date of 
the term must be 
for cause. Due 
process applies. 
Veterans : 
termination of 
appointment after 
the initial 12- 
month period must 
be for cause. Due 
process applies. 


Competitive status: 

Candidates do not 
acquire 

competitive status 
on basis of 
appointment - 


Current Government 
employees : 

Not Applicable. 


Candidates do not 
acquire competitive 
status on basis of 
temporary 
appointment . 


Current Government 
employees with 
status would have 
to voluntarily 
relinquish their 
competitive status. 


Benefit; 


Non veterans: 

Termination of the 
appointment after 
the initial 24- 
month period and 
prior to the' 
expiration date of 
the terra must be 
for cause . Due 
process applies. 
Veterans : 
termination of 
appointment after 
the initial 12- 
raonth period must 
be for cause. Due 
process applies. 



Candidates do not 
acquire competitive 
status on basis of 
term appointment. 
Term ends 
automatically 
unless earlier 
terminated. 


Current Government 
employees with 
status would have 
to voluntarily 
relinquish their 
competitive status. 








150 



Inside 

Candidates from 
inside the 
Government are 
eligible if already 
have one year of 
current continuous 
service . 
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U^. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
WASHINGTON. D.C. 20410-3000 


OFnCE OF "niE ASSIFFXNT SECRETARY 
FOR ADMINISTRATION 


September 28, 1999 


MEMORANDUM FOR: Saul N. Ramirez, Jr., Deputy Secretary, SD 


To th , 


FROM: Josj^^ Smith, General Deputy Assistant Secretary for 

^dr^nistration , A 


G/Cll Laster, General Counsel, C 


SUBJECT: Draft Report Regarding Community Builders 


This memorandum addresses several administrative and legal 
issues regarding the hiring process as outlined in the Office of 
Inspector General's (OIG) Draft Report on Community Builders. 

With respect to the Community Builder hiring process, the 
OIG was provided with the Staffing Guidance that outlined the 
process used for hiring Community Builders. The Staffing 
Guidance directed that "no political or non career employee of 
the Department serve as a selecting official; all selections will 
be made by senior-level career employee." This process was 
followed. Rating and ranking panels were set up to evaluate 
candidates. The Staffing Guidance further states that "All panel 
members shall be career employees of HUD." Community Builder 
Fellowship Program: Staffing Guidance (June 19, 1998). This 
process was followed. The OIG was informed of these directives 
and given a copy of the Staffing Guidance. Yet the Draft Report 
concludes that there was political control of the hiring process. 
We believe this conclusion is unsubstantiated and should be 
deleted from the Draft Report. 

In addition, contrary to the allegations in the Draft 
Report, Schedule A authority under the Excepted Service was 
absolutely appropriate and permissible with respect to the hiring 
of Community Builders . The use of Schedule A hiring authority 
is also consistent with 0PM regulations. 0PM regulations set 
forth a class of positions within Schedule A of the Excepted 
Service. Schedule A of the Excepted Service is one of a number 
of schedules which authorizes agencies to hire persons who 
ordinarily will not become competitive service employees. 

Schedule A covers those positions for which it is impracticable 
to examine and which are not confidential or of a policy 
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determining character, 5 C.F.R. § 213.3101, such as interpreters 
and lawyers. The § 213. 3102 (r) class of positions covers non- 
permanent employment, such as fellowships, internships and 
similar programs. In addition, the class covers positions in 
programs that provide developmental work opportunities and 
learning experiences for individuals who have completed their 
education, or who are bringing specialized private sector 
experience to the agency. It is clear that the Community 
Builders program is envisioned to provide the equivalent of an 
internship or fellowship in community building for those 
individuals graduating from universities with various levels of 
degrees and those in community positions who would subsequently 
teach, advise or return to the community at the end of their 
employment with HUD. The Community Builder program, as it 
applies to external hires, therefore, falls squarely within the 
parameters of 0PM regulations at 5 C.F.R. § 213.3102 (r). 

Additional points which should be noted include: 

A. HUD'S use of Schedule A hiring authority was appropriate and 
legal . 

1, The Draft Report indicates that Schedule A was 

inappropriate for Community Builders because it did not 
create a "cross-fertilization" between the agency and the 
private sector. Draft Report at 17. However, the Draft 
Report fails to take into account that "cross- 
fertilization" is not required under 0PM regulations. A 
"cross-fertilization" is merely 1 of 5 optional 
components of a fellowship program that is subject to 
Schedule A hiring authority. See 5 C.F.R. § 213.3102(r). 
Moreover, the Community Builder program does and will 
create the very "cross-fertilization" that is optional 
under the regulations. Community Builder Fellows will 
return to their communities across the nation following 
their tenure with HUD. Their experiences with the 
Department under the Community Builder program will 
undoubtedly enhance their future work and development 
when they leave HUD. The Draft Report seems to 
mistakenly equate these fellowships to an exchange 
program in which participants would, return to their 
former employers. Fellowships, however, are 
fundamentally different. It was never contemplated that 
these individuals would return to the same employer. In 
fact, steps were taken to ensure that Community Builders 
had limited or no contact with their former employers to 
reduce the appearance of the loss of impartiality or 
preferential treatment consistent with HUD' s Standards of 
Conduct requirements. ( See 5 C.F.R. § 2635.502.) 

Instead, it was expected that they would go into many 
different areas and would carry their knowledge of 
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housing and community development issues into many walks 
of life. In addition, the agency faced a limited pool of 
applicants because it sought people with college degrees, 
strong qualifications and professional experience. 

2 . Community Builders are not "policy-determining" 
positions. The Merit Systems Protection Board has ruled 
that the term "policy-determining" in this context is "a 
shorthand way of describing positions to be filled by 
political appointees." Special Counsel v. Peace Corps , 

31 M.S.P.R. 231, MSPB, July 11, 1986. Community Builders 
are not political appointees. Community Builder were 
hired by career - not political - employees. Moreover, 
the position descriptions developed for Community 
Builders indicate that they "explain Departmental 
policies, program requirements and funding criteria." 

None of these are "policy-determinant" functions. These 
functions, similarly, are performed by Public Trust 
Officers in various HUD program offices. These 
individuals are not considered political appointees nor 
are they in policy determinant positions. The Draft 
Report refers, to only a single use of the word "policy" 
in the Community Builder position description. Even this 
single mention makes clear that the Community Builder 
merely coordinates with Public Trust Officers to help 
resolve policy and regulatory issues. This does not 
indicate that Community Builders determine the policy of 
the agency any more than it indicates that Public Trust 
Officers determine policy. Therefore, the Draft Report is 
erroneous with respect to this requirement. 

3 . Use of Schedule A was appropriate because the use of "the 
qualification standards and requirements established for 
the competitive service" was not practicable . 5 C.F.R. 
§213.3101. 0PM guidance clearly supports the 
impracticality of competitive staffing for programs like 
Community Builders. "0PM finds that it is impracticable 
to examine for fellowship and similar programs because 
they represent non-traditional employment situations." 

62 Fed. Reg. 42943 (1997). HUD needed to construct a 
hiring process with sufficient rigor to meet the purposes 
of the Community Builder program and utilized Schedule A 
authority for precisely that reason. The Community 
Builder program was a new initiative. Therefore, in 
order to identify and select qualified Community Builder 
applicants that would bring specialized private sector 
and learning experiences, HUD used a Schedule A hiring 
authority in a manner that incorporated merit staffing 
principles. The process was not governed by competitive 
staffing regulations. The process included reviewing 
applicants for minimum qualifications, a Human Resources 
screening score, a score from a panel of civil servants 
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and an interview score prior to placing applicants on a 
best qualified list. Merit staffing only includes a 
review for minimum qualifications and a final score - 
interviews are only granted to those on the resulting 
best qualified list. 

B. There were no irregularities in the hiring process . 

The Draft Report concludes that the Department did not 
properly apply veterans preference and the rule of three. We 
want to emphasize that in hiring Community Builders, veterans 
preference was applied. In addition, neither example cited in 
OIG's Draft Report constitutes a violation of the rule of three. 
The report itself notes that a veteran was on the best qualified 
list and that individual was selected for a Community Builder 
position. This is consistent with the rule of three. It should 
be noted further that: 

1 . HUD applied veterans preference consistent with relevant 
regulations and 0PM guidance. The regulations for 
Schedule A authority found in 5 C.F.R. § 302.3101(c) 
state "... each agency shall follow the principle of 
veteran preference as far as administratively feasible." 
Therefore, even if veterans preference could have been 
applied in a different way, there was no irregularity in 
the hiring process as concluded by the OIG's Draft 
Report. In light of applicable regulations, HUD applied 
veterans preference as follows: 

• Human Resources evaluated all applications to 
determine minimally qualified applicants. Minimally 
qualified applicants were further evaluated against 
an established criteria and assigned a score to 
determine highly qualified candidates. 

• Veteran applicants who were determined to be 
minimally qualified were evaluated against this same 
established criteria and assigned a score. However, 
additional points were added to their scores based 
on their veteran preference status (i.e., 10 points 
for disabled veterans; 10 points for recipients of 
Purple Heart; 10 points for widow/widower or mother 
of a deceased veteran; 10 points for spouse or 
mother of a disabled veteran. 5 points were awarded 
to all other veterans eligible for preference.) 

This is consistent with relevant authorities 
regarding the application of veterans preference. 

See 5 U.S.C. § 2108 (1999). 

The Draft Report identified only two complaints relating 
to veteran status. In light of the fact that HUD 
received over 8,000 applications for its first 
announcement for external hires of Community Builders and 
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eventually hired over 400 individuals for these 
positions, the Department should be commended on its 
application of the veterans preference. The extremely 
low ratio of complaints provides strong evidence that the 
process was implemented in a fair and professional 
manner . 

The Report also indicates that the selection process 
"spawned several equal employment opportunity 
complaints." Draft Report at 16. The significance of 
this remark is unclear - every office within the 
Department including the OIG receives equal employment 
opportunity complaints. The receipt of the single 
complaint included in OIG' s Draft Report should in no way 
be construed to mean that the hiring process was flawed 
or replete with irregularities- We recommend that the 
OIG reconsider including this information in its final 
report . 

2 . The Draft Report does not make a proper application of 
the mle of three with respect to the Community Builder 
hiring process. HUD followed appropriate procedures in 
rating and selecting Community Builders. OIG's Report 
does not cite any specific regulatory or statutory 
violations of the rule of three. The examples used in 
the Draft Report are not indicative of violations of the 
rule of three. It is equally important to note that the 
written instructions to panel members required that each 
application be carefully reviewed for any indication that 
the candidate is a veteran and that veterans preference 
points be conveyed on the Candidacy Evaluation Sheet to 
each candidate who is a veteran. 

The Department's hiring process for Community Builders 
followed relevant requirements. It was implemented after several 
meetings with 0PM and was consistent with applicable regulations 
and authorities. We recommend that the Draft Report be revised 
to accurately reflect the hiring processes used to implement the 
Community Builder program. We stand behind the Community Builder 
hiring process and hope that our concerns will be communicated to 
the OIG. 
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Concurrences : 

MEMORANDUM FOR: Saul N. -Ramirez, Jr., Deputy Secretary, SD 

FROM: Joseph Smith, General Deputy Assistant Secretary for 

Administration, A 
Gail Raster, General Counsel, C 

SUBJECT: Draft Report Regarding Community Builders 

KT Siitpson 


S. Hutchinson W. King B .[/Edwards 
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Mr. Mica. Your testimony stated that the only organization that 
has criticized the Community Builders is the OIG. I would imagine 
that Ms. Federoff represents — who is representative our civil serv- 
ants, mayhe AFGE has a different opinion. I think she stated some 
of that here. 

There was concern about the selection process. There is concern 
when you have someone with no supervisory responsibility, limited 
duties as far as oversight of financial obligations and things of that 
sort, major consequences being at a substantially different pay 
grade. That sounds inequitable. So, I think other than the OIG, 
and I did cite the U.S. Senate, I guess that could be referred to as 
an organization, although sometimes it is a bit disorganized, has 
been very critical. 

Ms. Federoff, we are now sort of institutionalizing the Commu- 
nity Builders. If we were to properly do that in your estimation, 
how would we proceed? 

Ms. Federoff. Well, I believe that, in fact, there is a role to play 
by Community Builders. However, I think it would be a smaller 
cadre of staff that would be more appropriately graded to reflect 
the duties that they are doing and put them on par with other em- 
ployees within the Department. 

I believe that one of the largest problems with this program is 
the large numbers of temporary employees at very high-grade lev- 
els that causes a significant morale problem. 

Mr. Mica. Well, that is one of the inequities I pointed out that 
you had mentioned. We have this in place — Congress wants it 
changed, and I am sure that there has been some good to come out 
of the program. The problem we have now is we have a lot of these 
folks in high-paying positions selected on a different basis. 

Mr. Ramirez. May I address that? 

Mr. Mica. In fact, I was going to ask you a question about it. 

Mr. Ramirez. Yes. 

Mr. Mica. As we make this transition, how are the employees or 
employees’ groups going to have a say in how this is organized? It 
was my understanding that 0PM uses civil servants to help in the 
selection process. Is that correct? 

Mr. Ramirez. No. All of the hiring was done by HUD civil serv- 
ants for the external Community Builders. If I may, the total num- 
ber is almost even between career Community Builders and fellows 
at this time. There are a few more fellows than there are career. 

Mr. Mica. So you are going to fire all the fellows? 

Mr. Ramirez. No. What we are going to do, sir, is we are — as 
term employees are subject to, and we have had other types of 
term employees employed by the Department that are subject to 
limited tenure — let me just state a couple of points. 

First off, we went into this reform with the national representa- 
tives as well as locals into 2020 reform, which included Community 
Builders, at the onset of this. We have kept that dialog current 
with our national representative and also met with the local presi- 
dents. I was sorry to miss Ms. Federoff. 

Mr. Mica. How would you propose to bring the pay schedule in 
to some 

Mr. Ramirez. I was going to get to that point. I would like to 
state this for the record, that if you take the Grades 13s, 14s and 
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15s on the career side of Community Builders and the fellow side, 
that, in fact, the career Community Builders average more than 
$5,000 in their salary than the fellows, if you take out — if you take 
the average of salaries between those grades. What we are propos- 
ing to do is, again, based on the formula for need and other activi- 
ties within a jurisdiction, allocate those fellows accordingly. 

I would like to also add that we did follow the veterans’ pref- 
erence in contrast to what has been stated by the OIG, and would 
say that, in fact, the Neighborhood Next Door, a fellow that was 
alluded to by Ms. Federoff as well as the other two are veterans 
that were hired by the Department. So there have been a lot of 
items that have been stated that have not been thoroughly re- 
viewed or investigated or have not had the kind of objectivity that 
we would like to place forth as we move forward in meeting 
Congress’s wishes to make sure that we address the deficiencies 
that we have as a department, Mr. Chairman. 

Mr. Mica. Ms. Federoff, again, back to the question of how do we 
achieve some new equity as far as pay, what would be your rec- 
ommendation? We talked a little bit about positions, about getting 
the pay schedule in order. How do we solve something like that 
now that we have gotten ourselves into this? 

Ms. Federoff. This is a very uncomfortable position for a union 
representative to be in. 

Mr. Mica. Well, you know, the Federal employees have a lot at 
stake. There are 90 percent of your folks that are living by a dif- 
ferent set of rules and regulations. Congress 

Mr. Ramirez. That is not so, sir. They were all hired under the 
same standards that are applied to higher public trust officers and 
by civil servants. They were the same rules and same regulations, 
and the compensation that they received was based on the analysis 
that the Federal Government provides to hire new outside hires 
into the Federal Government as well as position descriptions and 
responsibilities that they assume. 

Mr. Mica. Well, Ms. Federoff doesn’t seem to agree entirely with 
that. Maybe you would like to comment. 

Ms. Federoff. Well, it is interesting that in the Inspector Gen- 
eral’s report the Inspector General does quote, I believe, yourself as 
saying that much of the work being done by Community Builders 
now is work that had been done for at least 6 years previously by 
our CPD staff. The journey level for our CPD staff is a Grade 125. 

Now, what is particularly infuriating for our staff is that the very 
best work, quite frankly the “funnest” work that we do, which is 
customer relations, was taken away from us, and we were told, no, 
now all you are going to do is be enforcers. I didn’t come to work 
for the tJnited States in order to be an enforcer. I came to work 
with customers, to find a way to get them the product that they 
deserve. And now to be told that the very best work I do will be 
given to another employee at a Grade 13, 14, 15, and I will be rel- 
egated to doing nothing but enforcement actions is — quite frankly, 
insulting. 

Mr. Mica. She is not a happy camper. 

I do want to give the gentleman a chance. 
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Mr. Ramirez. Real quickly. She sells herself short to say she 
would he just a regulator. She brings a technical expertise and the 
program experience that is necessary to deliver that product. 

And I would like to say two more things real quickly. First off, 
all HUD employees had an opportunity to apply for Community 
Builder positions. No one was excluded. So if they chose to want 
to do that, they could have applied for those positions. 

Second, I will note that even after the first year of implementa- 
tion, that as a result of having our public trust officers concentrate 
100 percent of their efforts to, yes, compliance and monitoring, 
which is a statutory requirement, as well as facilitating program 
expertise, that in particular those activities that community devel- 
opment workers or staffers were doing, we have actually increased 
our numbers. We have been able to show that in our Home House- 
hold Program, for example, we went from, in 1998 where we serv- 
iced 75,323 homes to, in 1999, 90,958. We also went out there and 
increased, in this particular line of work, new community partner- 
ships. We went from a goal of 300 to 609 that were created as a 
result of that. We believe that in addition to that, community con- 
sultations were almost doubled as a result of now having a true bi- 
furcation of responsibilities that allows for the technical expertise, 
the compliance and monitoring effort be focused 100 percent, and 
the Community Builders be the contact for the general information- 
gathering and dissemination of what the Department does. 

I would like to finish by saying that as a mayor for over 8 years, 
one of the most difficult things I had to contend with, as mayor in 
dealing with HUD, was that I had a community development rep- 
resentative come in 1 week, an FHA representative coming the fol- 
lowing week, and intermittently nobody knew that each other was 
down there, and I needed both of those to make projects work in 
a comprehensive way. That is what we are trying to get to with 
this particular program of Community Builders. 

Mr. Mica. Thank you. 

I will yield to Mr. Tierney, the gentleman from Massachusetts. 

Mr. Tierney. Thank you, Mr. Chairman. 

Mr. Beard, you have been getting off scot-free here, so I want to 
talk to you for a second. 

I understand what the Under Secretary is saying, and I under- 
stand what Ms. Federoff is saying, but I guess the question I would 
have is coming from Boston, where we have gone from an office of 
about 322 employes down to about 237, that is about a 26 percent 
whack there, at a time when Congress is mandating certain pro- 
grams to be operated and adding some, such as the McKinney pro- 
gram, what does your office say about the appropriateness of insti- 
tuting a new public relations type of effort, one, I think, that we 
are going to have trouble servicing the mandates that Congress has 
put on for programs? 

Mr. Beard. This is the point that we are making. HUD’s re- 
sources are shrinking. The Inspector General has consistently 
taken the position that HUD does not have sufficient people to do 
the work outlined for it to do now, and as this number is shrinking, 
what has happened is HUD has taken a large chunk of people 
away from what its primary functions are to do this customer serv- 
ice, public relations function. 
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This is one of the points that we are making. It can’t afford to 
do this, because it is being asked to do so much more. It has so 
many more programs. Its monitoring and enforcement functions 
are extremely important, and they don’t have the resources to do 
that. 

Mr. Tierney. Now, if we give the Under Secretary credit at least 
for the fact that there is some obvious legitimacy to having some 
outreach to communities and coordinating HUD’s efforts so that 
mayors and other local officials don’t go around, what is the rec- 
ommended way of dealing with all of the enforcement and monitor- 
ing provisions and using resources to also take care of those issues; 
and is the Under Secretary’s argument that you can’t do both from 
the same position because it is a conflict which is going to com- 
promise your position relevant in your view? 

Mr. Beard. It is not relevant, in my view. As a matter of fact, 
the one individual that that has really settled on is the Secretary’s 
representative. They still play both an enforcement and outreach 
function. 

HUD has always had an outreach function. It has always been 
there with the Secretary’s representatives. It has always been 
there with the office managers and State coordinators. They have 
different titles, but there have always been contacts from mayors, 
towns, executive directors to come to one person to ask their ques- 
tions and get the answers that they need. 

So I don’t think it is a function that we dismiss, it is an impor- 
tant function. But our point is the scale that this particular Com- 
munity Builder position has been built to has taken away too much 
from the other things that HUD is supposed to be doing. 

Mr. Tierney. Ms. Federoff, the employees, the ones that are left 
with the idea of monitoring in that position, they must now feel 
overwhelmed with what is left to them in terms of the fact that 
they have fewer flows, particularly in the Boston office, have all of 
those responsibilities, and they have another group of about 16, I 
think it is, in the Boston office come in, and their job doesn’t ex- 
pend any funds, they are just out there, as you say, having the fun 
end of the job. I am sure they serve a purpose, but what effect does 
this have on employees? 

Ms. Federoff. I know that when I was provided an opportunity 
to testify before this subcommittee, I sent a message out to our 
local executive board, our stewards and our alternate stewards and 
asked them should I, in fact, testify, and I got back a resounding 
yes, and I was told emphatically that I was to stress the morale 
issue on Community Builders, that that was our membership’s top 
priority, although, quite frankly, I am more exercised over contract- 
ing out. But yes, our employees are very concerned about this pro- 
gram. 

Mr. Tierney. Well, the contracting out issue, I guess, is one that 
we are not going to get into today, although I would love to both 
on the other issue and this issue. It seems to me that is one direc- 
tion where some in the majority have been going, and I think this 
is just one more example of how that is a failed policy and a bad 
idea. Maybe we could talk about the IG report or the agency’s plan 
to contract out Section 8 and talk about how there is about $38 
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million missing in that operation that we could have probably 
saved by keeping it in-house and work on that basis. 

So I guess I just want to go on record as saying that I think that 
we should probably do a lot better in terms of morale, we should 
probably do a lot better in terms of getting this function served 
within our existing staff, but not at the sacrifice to those programs 
that Congress has mandated. 

Mr. Ramirez. May I address that? In our reorganization efforts, 
there have been a little less of an equal amount of public trust po- 
sitions that were created and have been available to other employ- 
ees, or all employees of HUD to actually apply for and still dedicate 
themselves to doing public trust work. It is not like we went out 
and only hired Community Builders. In this process we staffed up 
an enforcement center and a real estate assessment center that, by 
the way, for the first time has inspected our entire portfolio for 
physical and financial conditions. 

And let me just state for the record that the downsizing of the 
Boston office was primarily due to the fact that we consolidated our 
underwriting activities into four centers around the country in our 
single-family operation, and as a result of that, we have now been 
able to show with unequivocal results that we went from 1,000,080 
endorsements last year to over 1,291,000 endorsements. 

All we have tried to do here in this reorganization and in the re- 
form that was as a result of Congress coming out there and point- 
ing out real weaknesses that we have had for over 10 years, since 
Ms. Federoff has been there, is that we are trying to address them 
in a real, bold, innovative and responsible way. We think we have 
been able to balance it. We think we have strengthened our public 
trust role. The numbers reflect it through the results of our busi- 
ness and operating plan, and the Community Builders are out 
there facilitating programs to underserved areas and touching com- 
munities that have not been touched in the past. We look forward, 
though, to working to further refine, strengthen, and move into the 
direction that Congress has so instructed us. 

Mr. Tierney. I appreciate your comments, but I just as strongly 
want to urge you back that I think you can do better. 

Mr. Ramirez. Absolutely. 

Mr. Tierney. I am not nearly as sold on the success of this pro- 
gram as you are, and I think that in Boston alone, although you 
consolidated everything down to Hartford or whatever, you took 
those 90 positions away from Boston and filled them with 16 PR 
people, in my view that are not implementing programs, and I 
don’t think that is such a hot break for the Boston and greater Bos- 
ton area. So if you could take that message back to Mr. Cuomo, 
maybe we can do better. 

Mr. Ramirez. I would be glad to, sir. 

Mr. Beard. Mr. Chairman, could I be allowed to just mention the 
irregularities in hiring? 

Mr. Mica. Go right ahead, on Mr. Tierney’s time. 

Mr. Beard. Page 143 of the report, I would like to draw your at- 
tention to a letter written by the Deputy Director of the Office of 
Human Resources in which she informs a 10-point disabled veteran 
that the selecting official at HUD was free to select any 3 of the 
41 candidates listed for the Fort Worth job, and that is precisely 
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how HUD approached hiring people. They selected anybody they 
wanted to off of any list they were dealing with. 

In our letter to Janice Lachance, the Director of 0PM, this is 
what we listed that she should he looking into in terms of Schedule 
A and hoth hiring irregularities: HUD did not establish that it was 
facing a limited pool of applicants; it did not set up a plan for cross- 
fertilization to occur; intended the individuals hired with occupied 
policy-determined positions; conducted full examinations of the ap- 
plicants when Schedule A anticipates examinations would be im- 
practical; failed to establish the need for 460 temporary employees; 
advertised using a GS-13, 14, 15 career ladder; failed to determine 
needed skills; failed to determine needed grade levels; failed to 
mention veterans’ preference in the advertisement; prepared one 
best qualified list for all applicants rather than three separate lists 
for each level advertised; failed to document or show how they de- 
termined a successful applicant’s grade level; hired at grade levels 
higher than the Department’s norm; hired Schedule A employees to 
perform functions previously performed by career staff without the 
required approval from 0PM; ignored veterans’ preference in the 
selection process; and ignored the prescribed selection process set 
forth in 5(c)FR302, which is essentially rule of 3. 

Mr. Ramirez. Let me just comment on that. Before we moved on 
with our Schedule A authority as allowed by law, we had our 
human resource department craft it out. We had OPM’s input in 
implementing the Schedule A, and I would like to note for the 
record that a current Assistant Counsel for the Office of the Inspec- 
tor General, Mr. Anthony De Marco, was the one who crafted and 
signed off on the legal analysis on the Schedule A hiring authority 
and its appropriateness as it relates specifically to the external 
Community Builders. 

Mr. Mica. Well, we seem to have some serious internal problems 
in the agency, making certain that the intent of Congress and also 
the law on regulations as we would like to see them fulfilled are, 
in fact, executed. I am very concerned about the veterans’ pref- 
erence matter. I worked for 4 years to try to make certain that our 
veterans have preference and are considered as having served in 
Federal employment, and we want them to have that recognition 
and consideration in the Federal jobs opportunities. So I am not a 
happy camper about that at all. 

Mr. Tierney has expressed some of his concern. We want this to 
work. Certainly the agency has to resolve these things. 

Mr. Ramirez. Let me just say that, again, we are of the opinion 
and do have the legal analysis and the record shows if someone 
would look at the process of how it was employed, and it is being 
looked at, veterans were hired, Mr. Chairman. 

Mr. Mica. Again, there is something wrong, whether it was the 
previous panel or the IG’s office, one arm of the IG’s office doesn’t 
know what the other end of the Department is doing; whether it 
is somebody checks off in your agency, it is still not as we intended 
it. 

We also have contracted out, and it has been part of the new ma- 
jority’s intent, even the administration, the Vice President, what is 
it, reinventing government, wants to contract some of these things 
out. It wasn’t our intent to contract out work to convicted felons 
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with bankruptcy histories. Something has gone askew in the proc- 
ess. So whether it is with the previous panel or this panel, we want 
this thing to work right. 

I have some serious questions about home builders — I am sorry, 
Community Builders and HUD. Mr. Apgar works for you? 

Mr. Ramirez. Yes. 

Mr. Mica. He sent out a memo, and it is my understanding Com- 
munity Builders are supposed to work with tenants and with indi- 
viduals, whoever needs information. He sent out a memo on Sep- 
tember 10th. We have a copy that says it has come to our attention 
that in their effort to provide responsive customer service. Commu- 
nity Builders in certain areas have misrepresented or overstepped 
their role in dealing with HUD’s identified troubled family projects. 
He goes on to say, at no time is it proper for the Community Build- 
er to schedule meetings, respond to or initiate contacts directly 
with an owner, owner’s representative, owner’s agent, the media, 
tenants. Members of Congress, or their staffs regarding a troubled 
multifamily project without the explicit prior agreement of the Di- 
rector of the Multifamily Hub/Program Center and, where DEC is 
involved — I can read the rest of this memo, and we will make it 
a part of the record. 

[The information referred to follows:] 
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vs OCPaJITMENT or HOCSINC and urban DEVEtorMENT 

WASHDKCn^, D.C. 3(MtO 

SEP 1 0 J999 


MEMORANDUM FOR: Secretary’s Representatives 
Senkff ComxDunity Builders 
Departmental Enforcement Center, 
Headquarters Division Directors 
DepaitBoeitfal £rt£3fMnfiot Center. 

Saleii^ Office Directors 
Muldfunily Hub/ Program Center Directors 
Prop^ty Disposition Center Directors 
He^qtiarters Muidfamily Office Directors 

SUBJECT: Clarifying Community Builder Roles in Troubled FHA 
Muitifamily Housing Projects 


In order for HUD to promptly and property address troubled muitifamily projects, it is 
essennal that we act and speak with one voice, as ‘‘One HUD”. As HUD is currently structured, 
the Office of Housing remains responsible for the asset management fooctions for iba-ye projects 
at all times. The Depatteental Enforcement Center (DEC), working closely with Housing staff, 
is currently involved with several hundred of these projects. 

It has come to our anention that in their effort to provide resporisive customer service, 
CoDununity Builders (CBs) in certain areas have misinterpreted or overstepped their role in 
dealing wi^ HUD's identified troubled muitifamily proje^ 

Handling these troubled muitifamily projects must be a team effort at all times. To this 
end, it cannot be stressed too strongly that, crior to respondirty to anv irmuirles. issues, etc. 
regarding gwvmultifamilv Protect, the Community B uildeiMUST first consult with the 
MulUfamilv Hub/Program Center Director to detennine whether ii is a troubled MF project and 
how to respond . If Housing advises the CB ftiat ^e DEC is involved in the troubled project, then 
Housing and the Comniuruty Builder must communicate with the appropriate DEC Satellite 
Office. These three organizatioiis will jointly determine the response and the role of the 
Community Builder, if any, in addressing the iswe. In highly sensitive coses (e.g. involving 
OGC or OIG). the CB may be advised to refrain from any communication, or will be limited to 
ducussion of only very specific aspects of die case. 

At no time is it proper for the Community Builder to schedule meetings, respond to or 
iidtiate contacts directly with an owner, owner’s representative owner’s agent, the media, 
tenmbi. Members of Congress or their staffs, etc. regarding atroubled multifo^ly proj^t 
without the explicit prior agreement of the Director of the Multffamily Hub/Program Center and, 
where the DEC is involved, the DEC Satellite Office Director. Keep in mind that any separate 
communications between the Community Builders and any of foese parties could eomprsHnise 
proposed or ongoing negotiations between the Departmental Enforcement Center and the owner. 
At ail times, HUD must present itself to the public as speaking with one voice on troubled 
muitifamily projects. 


8 
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When a miiltifamily project has been referred to one of the Office of Housing's two 
Property Disposition (PD) Centers for foreclosure or taking over a project as mortgagee-in- 
possession or owner, responsibility for the property moves to the PD Center. In such cases. 
Community Builders remain an essential part of the HUD team, but will need to work closely 
and coordinate with the Director of the appropriate ?D Center. 

The policy outlined above must be adhemd to immediately. More detailed guidance is 
being developed by a working group to be established by the Office of Housing, Departmental 
Enforcement Center, and the Office of Field Policy and Management. 

If you have any questions, please contact Marc Hanis, OfEce of Housing 
(202) 708-0614, ext. 2680; Jane Hildt, DEC Operatioos Division (202) 708-9395, 
ext. 3567 or Bany Riebman, Office of Field Policy and Management (202) 708-1 123. 

Note that the Departmental Enforcement Center Satellite Offices are located in New York, 
Atlanta, Chicago, Fort Worth, and Los Angeles; the Property Disposition Centers are located in 
Atlanta and Fort Worth. 



ommissioner 





M^ E^adden, Assistant Deputy Secretary 
for R^d Policy md Management 
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Mr. Mica. But, you know, they have certain responsibilities to 
work with everyone. Here we have memos being sent out 

Mr. Ramirez. And I know you don’t — and I am glad you are in- 
cluding the entire memo for the record, sir. But it also states that 
this is in regards to multifamily projects that are currently 

Mr. Mica. Right, current troubled multifamily projects. 

Mr. Ramirez. That are currently being investigated by the En- 
forcement Center. Once it is in the Enforcement Center’s hands, we 
are coordinating the troubled projects directly with the program 
manager for the site, as well as — and that is — that was the spirit 
of that memo as it was sent out, and I regret that Assistant Sec- 
retary Apgar is not here, but it was in direct response to projects 
that were being referred to the Enforcement Center, of which we 
have 500 nationwide right now. 

Mr. Mica. Well, I have additional questions regarding this 
memo, other specific problems that have been brought to the atten- 
tion of the subcommittee. Without objection, we will leave the 
record open for at least 3 weeks. 

We will not have any further questions at this time. Unfortu- 
nately, we do have a vote pending, and it will be some time before 
we get back. So we will dismiss this panel and thank you for your 
cooperation. 

There being no further business to come before the subcommittee 
at this time, this meeting is adjourned. 

[Whereupon, at 12:30 p.m., the subcommittee was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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FROM: 


SUBJECT; 


A 


OL^J- 

'avid J. Nitoec/ Acting District Inspector General for Audit, Mid-Atlantic, 


SAGA 
Internal Audit 


Follow-up Review of HUD Contracting 


We have completed an internal audit of HUD’s contracting activity. Our report contains four 
sections with recommendations requiring action by your office. The sections deal with the 
Contract Management Review Board, the cost analysis and evaluation of significant contracting 
actions, indefinite quantity contracts, along with contract monitoring and oversight. 

Within 60 days please give us, for each recommendation in this report, a status report on: (1) the 
corrective action taken; (2) the proposed corrective action and the date to be completed; or (3) 
why action is considered unnecessary. Also, please furnish us copies of any correspondence or 
directives issued because of the audit. 

We appreciate the cooperation of you and your staff during this audit. Should you or your staff 
have any questions, please contact Allen Leftwich, Assistant District Inspector General for Audit 
at (215) 656-3401. 
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Executive Summary 

We performed an audit of the Department’s contracting initiatives. Our objectives were to assess 
the affect of recent reform initiatives on the procurement process and to determine if the reform 
initiatives were providing adequate controls and safeguards again st fraud , waste and abuse. The 
audit was undertaken to follow up on the corrective actions being taken in'connection with the 
recommendations in our prior audit of HUD’s contracting (97-PH-163-0001), dated September 
1997. 

The Department’s reform initiatives have laid the groundwork for an effective acquisition 
process. It has hired a Chief Procurement Officer (CPO) and elevated the Office of Procurement 
and Contracts (OPC) to a level equivalent with program offices. Additionally, the CPO and his 
principal staff have implemented or are in the process of implementing reform initiatives th at 
provide for: full time Government Technical Representatives (GTRs); GTR certification 
programs; a Contract Management Review Board (CMRB); financial and procurement system 
integration; and cyclical monitoring of program office GTRs. 

Our review of the recently deployed HUD Procurement System (HPS) showed that substantial 
strides have been made in automating the Department’s procurement data and establishing the 
necessary financial linkages to ftiUy integrate HPS with HUD’s core accounting system. Our 
analysis of HPS showed that the system was capable of providing detailed information for both 
headquarters and field office procurement actions and could track contract status from the 
advanced procurement planning stage through the request for contract services, solicitation, 
award, and post-award contract administration. Queries made through the system’s standard 
reports module and its ad-hoc repon generation tool showed that information was readily 
available and easily obtainable to assist day-to-day users and senior officials in managing 
procurement activity. 

While the CPO’s commitment to making the Department a model procurement agency is 
encouraging, we are not yet convinced that the Department’s overall contracting attitudes and 
practices have changed significantly. 


Our review disclosed HUD needs to improve its acquisition 
process by utilizing fully the new policies, procedures, and 
procurement stracture it is implementing. 

An important procurement reform initiative was the 
establishment of the CMRB to improve the planning, 
implementation, and monitoring of HUD procurement 
actions. However, the CMRB is not substantively involved 
in certain facets of the procurement process and, therefore, 
is unable to carry out its mission of ensuring HUD 
procurements represent the best values. 


Page iii 
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Executive Summary 


Recommendations 


We reviewed two significant contract actions which ate 
expected to cost the Department about 5400 miffion 
aimuaily. The contracts involve the privatization of 
functions previously perfonned in-house, i.e;, the manage- 
ment and marketing of Ht!D owned single family 
properties and the administration of Section 8 contracts 
with owners of FHA insured muitifamiiy properties. 
Contrary to what is recommended in 0MB Circular A-76, 
/ the Department did not comnare th e costs or effectiveness 
/ of having HUD staff perform these functions with the 
/ associated costs of having contractors perform them. 
During its awarding of the management and marketing 
contract, the Department did not evaluate whether 
contractors had the capacity to cany out their 
responsibilities under the contract and now must deal with 
the inadequate performance of its largest contractor. 


We reviewed multiple award indefinite quantity contracts 
(IQCs) and found some of the awards incorporated 
elements that would provide HUD with procurement 
flexibility and the benefits of an ongoing competitive 
environment, while others did not. 


We reviewed recent procurement actions to determine if the 
ceitification program for GTRs was improving contract 
oversight and monitoring. While we found that some 
GTRs were reviewing contractor invoices and maintaining 
file documentation according to HUD guidelines, others 
were not maintaining adequate file documentation or even 
carrying out the most basic GTR responsibilities. 

We are tEcommending that the Department and OPC: have 
the CMRB become more involved in the overall procure- 
ment process; fiiUy evaluate a contractor’s abilitj' or 
capacity to perform prior to awarding any contracts; 
implement procedures to ensure IQC awards incorporate 
elements that provide the Department with flexibility, while 
providing the best value to the Department; and identify 
those GTRs who have developed comprehensive contract 
monitoring plans and create and distribute a model plan. 
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Executive Summary 


Substantiai 

improvement is needed 
in HUD’S commitment 
to improving the 
acquisition process. 


The CPO has made progress in addressing the 
recommendations in our prior audit of HUD contracting. 
Additionally, OPC has implemented reform initiatives that 
provide a framework for substantially improving the 
acquisition process. However, as detailed throughout the 
four sections of this report, the procurement policies, 
procedures and fiamework that are being established need 
to be routinely followed and fully implemented at aU levels 
in the Department. 

We discussed the results of our review with the CPO’s staff 
during the course of the audit and provided the CPO with a 
draft report for comment. We discussed the draft report 
with him at an exit conference on September 24, 1999. The 
CPO’s complete written response is in Appendix D. 
Portions of the response have been incorporated or 
summarized throughout the body of this report. 
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PIH 

Public and Indian Housing 
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lotroduction 

The Office of the CPO was established in March 1998 as part of the HUD 2020 Management 
Reform Plan to serve as the focal point to reform, streamline, and improve HUD’s procurement 
operations. It is headed by a CPO who reports to the Deputy Secretary. Its organizational 
structure is shown in Appendix C. The CPO serves as the Department’s senior procurement 
executive and is responsible for the oversight and management of ail depaitmemai procurement 
activities. 

OPC is responsible for procurement operations and policy. Headed by a director, it awards and 
administers ail departmental procurement contracts and related agreements through its 
headquarters and field organizations. 


Between October 1, 1997 and May 26, 1999, OPC initiated 8,985 contract actions and obligated 
$1.3 billion, as illustrated below: 



Audit Scope ^d We performed an audit of the Department’s contracting 

Mediodology activities to assess the affect of recent reform initiatives on 

the procurement process and to determine if the reform 
initiatives were providing adequate controls and safeguards 
against fraud, waste and abuse in HUD’s contracting 
activities. The audit was undertaken to follow up on the 
corrective actions being implemented on the 
recommendations in our prior audit of HUD’s contracting 
(97-PH-163-0001). To achieve the audit objectives, we: (1) 
reviewed applicable regulations, policies, procedures, and 
guidelines; (2) interviewed staff from HUD and a 
contractor who had recently completed a procurement 
review at HUD; (3) reviewed a variety of contracting 


Page I 


99-PH-163-0002 




175 


Section 1 


Contract Management Review Board (CMRB) 

Under the direction of the CWef Procurement Officer (CPO), the Office of Procurement and 
Contracts (OPC) has taken a number of steps to address the recommendations in our prior 
contracting audit (97-PH-163-0(X)l). One significant step involved establishing a Contract 
Management Review Board (CMRB) to improve the Department’s overall procurement efforts 
encompassing the nlanninv. imnlementarifiTi. and monitoring of HUD procurements. 

The CMSB’s primary mission is to ensure that procurement needs: 

• Are w ell defined and appropriately justified; 

• Meet the critical needs of HUD; 

• Have sufficient staff resources devoted to achieve desired cost, schedule and 
performance outcomes. 

While the CMRB has successfiiUy obtained program office cooperation in submitting strategic 
plans that identify and value anticipated procurement actions, its lack, of involvement has limited 
its success in other aspects of contract administration. Its only significant involvement in 
procurement actions comes during the planning stage, when procurement plans are described 
conceptually, but lack the detail and information that is available when task orders are being 
processed for award. Without being involved in all facets of the procurement process, the CMRB 
will not be able to effectively carry out its mission. 

Backgroimd 

The CMRB was established in September 1998 to improve the planning, implementation, 
and monitoring of HUD p^urements. Under its procedures, program offices whose total 
procurement obligations are expected to be more than $1 million during a fiscal year are to 
submit strategic plans outlining all procurement actions expected to exceed $100,{XX). In 
addition to its role in procurement planning, the CMRB is to be involved in improving the 
imnlementation and monitoring of procurement actions. 


CMRB Objectives Are to Ensure That: 


proposed contracting represents a critical need of the Department and 

does not duplicate other proposed, ongoing or completed work 

increases in contracting are well-justified and that alternatives to 

reducing costs have been fully considered 

sufficient staff have been identified to monitor the proposed contracting 
statements of work tvill be of the highest quality (and performance 
based whenever possible) so that the Department will get the highest 
maximum return for its investment 

there has been sufficient analysis performed to support an independent 
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Section 1 


estimate for the proposed contract costs 

the proposed outcome for each major procurement is described in terms 
of cost, schedule and performance 


Stratetic Procurement Plan Analysis 

Our analysis showed that the program offices submitted procurement plans which identified and 
valued their anticipated procurement actions for fiscal year 1999. Moreover, it was evident that 
staff from OPC, Information Technology, and the Chief Financial Officer’s office reviewed and 
analyzed the plans to ensure program offices explained the basis for their procurement actions and 
provided additional information when requested by the CMRB. 

Our analysis also showed that the CMRB’s only s^nificant involvement in procurement actions 
occulted at the planning stage when there was insufficient information available to assess whether 
or not procurement actions were critical to the needs of the Department and represented the best 
value that could be obtained. While existing procedures provide for the continued involvement of 
the CMRB in the other stages of the procurement process, its involvement was not evident during 
the post planning phases of contract administration, which includes the awaid of contracts, 
monitoring/oversight, and outcome assessment, for the following reasons: 

• most contract actions do not fall within CMRB review thresholds; 

• the CMRB does not review contract activity carried over from prior years because 
die activity is not detailed in the program offices’ procurement plans; and 

• program offices are not implementing their planned procurement actions timely. 
CMRB Review Thresholds 


At contract award, the CMRB did not review individual contiaa actions taken by the field 
and only reviewed individual contract actions processed by headquarters if they exceeded 
$5 minio n. Strategic procurement plans provide a conceptual picture of anticipated 
procurement needs, but do not include the amount of information that is available when 
task orders are awarded and supported with detailed statements of work. Government cost 
analysis, and proposed outcomes. As Ulustraled in the following chart, only 1 of the 148 
procurement actions undertaken during the fiscal year were subject to CMRB review when 
they were awarded. 
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Actions Taken 

Reviewed by CMRB 

At Contract Award 

Location 

No. 

Amount 

(millions) 

No. 

Amount 

(millions) 


88 

$100 

1 


Field 

60 

$224 

0 


Total 

148 

$324 


$13.25 


Carryover Procurement 


Fiscal year 1999 procurement plans included $84 million in prior years procurement items 
that were not subject the CMRB’s review. As of April 29, 1999 these carryover 
obligations represented most of the procurements made by some program offices: 


Office 

New Actions 
Reviewed Bv CMRB 

Carryovers 

Obligated New 
Actions 

CPD 

$31.1 Million 

$ 5,263,288 

$ 100,000 

Housinq 

$73.6 Million 

$37,081,390 

$15,802,054 

PIH 

$65.8 Million 

$ 8,640,109 

$ 5,151,920 


Timely Tmnlemenmtion of Procurement Plans 

The fiscal year 1999 procurement plans that were approved for the Offices of 
Administration, Co mmuni ty Pl annin g and Development (CPD), Housing, GNMA, 
Information Technology (TT), Policy Development and Research (PDR), and Public and 
Indian Housing (PIH), as well as the Enforcement Center (EC) and Real Estate 
Assessment Centers (REACs) identified $596 million of planned contracting actions. At 
April 29, l999, or seven months into the fiscal year, only $258 million, or 43 percent, of 
these plaimed actions had been obligated. The following program offices obligated 
considerably less than 20 percent of their planned actions: 



Planned 

Actual 

Office 

Oblioations 

Oblioations 

CPD 

$31.1 Million 

$.1 Million 

EC 

$15.1 Million 

$1.1 Million 

PIH 

$65.8 Million 

$5.2 Million 

REACs 

$45.2 Million 

$8.2 Million 


OPC agreed that some program offices are not carrying out their procurement actions as timeiy as 
they should, but viewed this as an improvement over what had been happening in the past. OPC 
said that for the first time there are pl annin g documents and tracking mechanisms to hold 
Assistant Secretaries accountable for their offices’ procurements and indicated that Assistant 
Secretaries will have to provide explanations why plarmed procurement actions that were 
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considered to be criticai to the needs of HUD at the beginning of the fiscal year did not result in 
contract awards. 

OPC management did not feel that the CMRB needed to perform more thorough reviews at the 
time of contract award. Since the CMRB reviewed the strategic plans, OPC felt the $5 million 
contract action threshold was sufficient. In our view, the program office strategic procurement 
plans provide a conceptual picture of anticipated procurement needs, but do not have the detail 
that is avaiable when task orders are awarded. The added detail would allow the CMRB to 
review procurement actions according to its objectives and mission. 

The CMRB’s representative from the CFO’s office generally agreed that the CMRB is not 
substantively involved in certain facets of the procurement process. Additionally, he described 
the CMRB’s present role in the process as more of a “rubber stamp”. He stated the CMRB should 
require program offices to identify their planned procurements much earlier to enable the CMRB 
to effectitrely analyze and challenge planned procurements. 

In summary, we believe OPC has improved the procurement planning process and could similarly 
improve procurement implementation and monitoring if the CMRB was more actively involved in 
certain facets of the procurement process, as provided for in its rules and procedures. 
Additionally, as detailed in other sections of this report, HUD program offices have been slow in 
recognizing and accepting the CMRB’s increased role in ensuring procurement needs are critical 
and represent the best value to the Department. 


Auditee’s Comments 


The CPO agreed that strategic planning should be initiated 
eariy enough to evaluate altematives, the CMRB should be 
involved throughout the procurement process, and it should 
review some completed actions to evaluate outcomes. 
However, he believed the CMRB did not need to be more 
involved at contract award since the Department’s program 
offices and OPC are responsible for the day-to-day 
management of acquisitions, including writing effective 
work statements, anaiyzingfnegotiating costs, as well as 
awarding and administering contracts. Further, the CPO 
believed more CMRB oversight at contract award would not 
be beneficial and would tend to dilute his authority. 


OIG Evaluation of 
Auditee’s Comments 


Additional CMRB oversight at contract award would be 
beneficial. While we agree that the Department’s program 
offices and OPC are responsible for the dt^-to-day 
management of acquisitions, the CMRB’s oversight of 
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individual contract actions is contemplated in its rules and 
procedures. Its evaluation of what the CPO has described as 
the two most important acquisition decisions, what we buy 
and who we buy it from, could strengthen the procurement 
process. 


Recommendations We recommend you assure that: 

lA. The CMRB is actively involved throughout the 
procurement process to include planning, 
implementation, and monitoring. 

IB. Strategic planning is initiated early enough so the 
CMRB has the ability to review anticipated 
procurements and viable alternatives; 

IC. The CMRB oversees the pre-award of significant 
headquarters and field contracting actions (when 
contract type, statement of work, independent 
Government estimate, etc., are available for review 
and evaluadon); and 

ID. The CMRB reviews a representative sample of 
completed actions to evaluate procurement 
outcomes. 
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The Department’s Cost Analysis and 
Evaluation of Significant Contracting Actions 


Even though pradait busing piactic® and sound judgment dictam otherwise, the I^partmrait 
carried out two significant procurement actions without conducting OMB Circular A-76 cost 
comparisons. The procurement actions involved the management and marketing of HUD 
owned single family properties and the administration of Section 8 housing assistance payments. 
These contracts are expected to involve two billion dollars in expenditures. The Department 
justifies its actions by saying that the A«76 cost comparisons were not legally required. 


•zfe AiO-' 


Even though the reinvented HUD has placed greater reliance on outsirte coatr^^rs to conduct 
its business, it has not conducted an OMB Circular A-76 cost comparison in ti» past 1 1 years 
(including mana^ment and narketing and Section 8 contract administration) to determine 
whedier procurement decisions were cost-effective, hi our opinion, these multi-billicm dollar 
spending decisions are exactly the type of decisions that were envisioned in OMB Circular A-76 
and prudent management would encourage careful analysis of such matters. In pertinent part, 
the Supplement to Circular A-76 states that the Circular is not designed to simply contract out. 

Rather, it is designed to balance the interests of the parties in a make or buy cost comparison; 
provide a level playing field between public and private offerors to competition; and encourage 
competition and cimice in the man^ement and performance of commerciai activities. It is 
desig!^ to empower Federal mana^n; to make sound and justifiable business decisions 
(underscoring added! 

While the manag ergent and marketing contracts and the Section 8 contract administration 

proposals provide for the privatization functions previously performed in-house, there was 

little evidence to show that Department seriously considered the costs or effectiveness of HUD 

staff performing these functions versus the costs of contracting for these functions with the 

private sector, in compliance with OMB Circular A-76 procedures.. Simply speaking, it would 

follow that if top management’s reorgani zation policie s provide for reductions in staff and the 

privatization of HUD business, then these deci sions have maae without evaluaan g the 

costs and benefits' of these actions. Ultimately, these are the types of decisions that perpetuate 

the mafiagf.mftnt problems that exist at HUD and will continue, if management does not 

recognize the need for up-front cost analysis and sound business decisions based on a /Jt? -fOy 

disciplined approach, as provided for under A-76 requirements. 

Regarding the man^en^nt and mark eting contracts, tl^ Department stated that there is no 
requirement to conduct an A-76 revtew if the Department is not affecting more than 10 HUD 
employees. Additionally, it said that it is the program office’s responsibility to evaluate all of 
the procurement alternatives, and the contracting office’s responsibility to ensure that once the 
procurement decision is made that the award is carried out efficiently. The Department also 
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stated that the decision to contract out proja;t-based Section 8 is not even an appropriate iter 
for inclusion in this review because it is not a Federal Acquisition Regulation (FAR) compliai^^ 
contract and therefore not subject to any OPC oversight. 

While we agree that these concerns involve program office fiscal responsibility, we do not agree 
that they are inappropriate for OPC involvement or CMRB oversight, especially in light of the 
recent reforms initiated by the CPO. Clearly, OPC reform initiatives establish procedures for 
the improvement of cost estimating and needs assessment through an acquisition process based 
on the fundamentals of integrated project teams and the application of business principles. 

Management and Marketing Contracts 

We reviewed the implementation and pre-award files for the recently awarded contracts for the 
managing and marketing of HUD’s multi-billion dollar single family inventory. Prior to the 
awards, these functions were handled by a combination of HUD staff and real estate 
management contractors nationwide. Sixteen contracts were awarded to 7 different contractors 
with 5 year spending estimates of $927 million. 



CitiWsttPraMnMd) Mnrst Preston (3) 
jo Qoiden Peatner (2) Q intown Management Orouo 

Micnaeiaon. Connor (n ■ P0.1CO UO 0 1 
Southeast AiHanoed^ 


Citiwest Properties (1) $41,582,249 

First Preston (3) 151,048,609 

Golden Feather (2) 282,820,352 

Intown Management Group (7) 367,043,965 

Michaelson, Connor (1) 2,828,132 

PEMCOLtd.(l) 2,889,406 

Southeast Alliance { 1 ) 78.919.923 

Total S927.132.636 


Even though these procurements have five year spending authority of approximately $1 billion 
and the contractors have substantial control of HUD’s multi-billion dollar single family 
inventory, the Office of Housing did not adequately document or evaluate basic business 
decisions before executine these contracts . 

The management and marketing contracts provide for the privatization of functions previously 
performed in-house, but there is no evidence that HUD management considered the costs of 
performing these functions with HUD staff versus the anticipated private sector costs, according 
to 0MB Circular A-76. Instead of preparing an A-76 cost study as it had contemplated at one 
time. Housing requested a determination from the CFO that an A-76 study was not technically 
required, since HUD was not going to reduce staff. Additionally, the memorandum that was 
sent to the CFO indicated that Housing envisioned property sale contracts as needed, similar to 
the pilot contracts that already existed. Nowhere in the memorandum was it explained that 
Housing was going to contract out the entire single family portfol io which would cost abo 
$200 million. The CFO agreed with Housing that, since the Department was not reducing staft; 
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the study was not required none was conduct rationale is paiticuiarly questionable 
given ali the downsizing and restructuring diat had been and was being considered by the 
Departraent 

While this study may not iegaiiy be required, good management and fiscal responsibility would 
dictate that some cost benefit aiial>^ would be desirable and useful when HUD is considering a 
billion dollar procurement which changes the way it does business in a significant way- Even 
the National Ac^my of Public A dmini stration (NAPA), which praised HUD for its recait 
procurement refonns, stated " HUD must have performance standards and operating principles 
for the new m<^el procurement s^em that are based on sound business principles and replicate 
best practices in government agencies and private sector finns.” 

OPC management stated the decision not to conduct an A-76 study was made by the program 
office and was supported by the CFO. Additionally, OPC management stated its involvement 
was sufficient, as the proposals pre-dated the CMRB, and that it is the program office’s 
responsibility to evaluate all of the procurement alternatives, and the contracting office’s 
responsibility to ensure that once the procurement decision is made that the award is carried out 
efficiently. 

In addition to the absence of a cost analysis for the management and marketing procurement, we 
noted the following mklitioaal concerns during our review of the pre-award file and our analysis 
of the acquired property’ inventory reports: 

Financial and Ooerational Caoacirv 


hitown Management Group was awarded contracts for 7 of the 16 procurements and this 
encompassed a significant portion of HUD’s acquired single family portfolio- 
Contracting staff were asked if they considered latown’s financial capacity to manag e 
such a large portion of the^fUU portfolio, as these issues were not evident in the 
summary of negotiations or the technical evaluation reports. The staff indicat ed these 
considerations were discussed and it was determined that Intown batTsuffi cient financing 
to manage these contracts. 




Intown reduced its bids from $565.5 million to $367 million, or over 30 perce nt from its 
original proposals, during the negotiation process. Revised best pricing schedules 
provided by bitown during the negotiation process may have been overly ambitious, as 
they did n ot account for any cost increases over the five year life of the contract, which 
included employee costs. In fact. Intown’s estimated costs would actually decrease due 
to improved efficiency and reduced overhead and profit. OPC staff stated that Intown 
had the h igh est technically rated proposal, and believed the negonalion process 
^denced mjii's interest in p meurinv the host valiie A comparison of Intown’s 
proposed costs with its negotiated costs follows: 


AAJQ 
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Perfonnance Issues 

Our analysis of acquired property inventory reports from the Single Family Acquired 
Management System showed that there was a large increase in property inventories 
during the first four months of the management and marketing contracts: 
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Number of Properties in HUD 's Inventoni 



■ FteM&MBM&M I 


While all of the management and marketing contractors seemed to be having 
performance difficulties. Intown’s level of performance was not approaching that of 
other larger contractors at the time of our review. Additionally, Intown’s contract for the 
Denver Home Ownership Center w as canceled b ecause of performance matters and the 
CPO indicated that there was a possibility that Intown would lose additional contracts as 
they had not sufficiently addressed how they would correct their performance. As shown 
in the fgllowing table and graph. Intown’s property inventory increased even more 
significantly than other management and marketing contractors: 


V^AC 



April 

Inventory 

August 

Inventory 

Inventory 
Increase (%) 

Intown 

10,540 

20,150 

91% 

Goldenfeather 

10,542 

14,370 

36% 

First Preston 

4,082 

6,911 

69% 

Citiwest 

871 

1,324 

52% 

Totals 

26,035 

42,755 

64% 
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wi|/^ illustrated bdow, Intown sold only 2.8 percent of its assigned inventory. Management and 

p^f' I marketing contractors receive 30 percent of their fees when properties are listed and the 
remaining 70 percent when they are sold. Consequently, there was a concern that Intown would 
/O w 4 / ^ adequately maintain the 20,000 HUD properties assigned to them without the 

^ revenues generated from property sales. From April 1999 through July 1999: 


Cidwest said 210 properties or 15S% of 
beginning inventory and acquisidons 

First Preston sold 1S45 properties or 26.7% 
of beginning inventory and acquisitions 

Iniown property sold S69 properties or 2.9% 
of beginning inventory and acquisUions 

Goldenfeather sold 3391 properties or 
23.6% or 23.6% of beginning inventory 
and acquisitions 



On September 23, 1999, HUD 

announced it had tenninated Management and Marling contracts with Intown Management 
Group because the company did a poor job managing and marketing HUD foreclosures. 
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U.S. DEPARTMENT OF HOUSING AND URBAN DE\ ELOPMENT 

Pennsylvania State Office 
The Wanamaker Building 
100 Penn Square East 
Philadelphia.. PA 19107-3380 


June 18, 1999 

Mr. Remi Geahel 
Citiwest Properties, Inc. 
330 Main Street 
Hanford, CT 06106 


Subject: May 1999 Performance Assessment - Contract #C-OPC 21324 


Dear Mr. Geahel; 

The purpose of this report is to inform you of the results of the contract performance monitoring 
conducted by HUD for the month of May, 1999. This analysis is based upon property inspections, an 
office visit, file reviews, SAMS data and other observances. This report will discuss our observations in 
ten key contractual areas: Claim Review, Property Maintenance, Appraisals, Listings, Sales Procedures, 
Sales Closings, SAMS Updates, Rentals, Occupied Conveyance and Defective Paint. 

Claim Review 

To date, there is no evidence that the claim review process has been undertaken. 

Property .Maintenance 

We have conducted inspections on a total of 356 properties. Attachment I lists each case and 
provides a brief description of the findings. In most cases, there were unacceptable conditions present. 
Using the definitions stated below, there were 84 properties in good condition, 42 in fair condition, 2 1 8 in 
poor condition, and 12 occupied. The categories are defined as follows: 

Poor: not showable/preseniable, debris in or around property, no access, broken or unsecured 
doors/windows, hazardous conditions, not secured, signs not posted, excessive yard growth. Fair: signs 
not posted, lawn maintenance required. Good: signs posted, no existing problems noted, acceptable locks 
(HUD-approved lockbox or new master lock). 

Obviously, the above results reflect a poor maintenance performance. In your response to my 
previous assessment, you made assurances that this would be improved, however, no improvement is 
evident. This has become a very serious matter and must immediately be rectified. Action must be taken 
to swiftly conduct routine clean outs, grass cuts, etc. on your inventory. 
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Appraisals 

The appraisal subcontracts appear to be adequate and a good tracking system is in place. 
Improvement has been made in eliminating the appraisal backlog, however, over 50% of the inventory 
remains unlisted. 

Listings 


Listings continue to be posted on a regular basis. Currently over 20% of the inventory is listed for 
sale and an additional 20% have received acceptable offers. There is still a problem with accessing the 
MLS in some areas and a solution is currently being sought. 

A review of the listing prices showed that all values are consistent with the conclusions of the 
appraisals. All appraisals and listing analysis are properly filed. The findings of the file reviews are listed 
in Attachment 2. 

Sales Procedures 

The transition of the sales process has been conducted in an orderly manner. The Citiwesi web 
site has provided clear information on the changes and an explanation of the new procedures. Brokers 
seminars have been conducted in many areas and are continuing. In general, customer service has been 
good and there have been few complaints regarding the bid process. 

Internal processing appears to generally be well organized. Listing information, bid sheets, sales 
contracts and acceptances are filed within the case flies reviewed. 

Sales Closings 

The sales closing activity to dale to date has been limited. 

SAMS Updates 

SAMS data entry is being handled in an acceptable manner. Our review found that activities are 
being entered into SAMS in a timely manner, including acquisition information, appraisals, disposition 
programs, etc. 

Rentals 


There is not a significant number of rental units in the current inventory. Rents have been 
collected and properly sent to the lockbox. 

Occupied Conveyance 

All occupied conveyance applications have been processed to date. 

Defective Paint 

Some properties were found to contain defective paint that requires treatment, (see Attachment 1) 
There is a plan in place to regularly assess the status of each case and perform appropriate treatment, 
however, there has been no action taken on any properties to date. These activities must be undertaken. 
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Summary 

The major area of concern remains that of property maintenance. We are past the point of the 
transition period and we can not tolerate the conditions that we have observed and the complaints that we 
have received from the public. Immediate action must be taken to complete the necessary work. You must 
demonstrate that you have the capacity to perform the contract requirements for your inventory. 

Please respond to this assessment by June 28, 1999. I expect the response to include case specific 
accomplishments and documented progress, rather than a plan for anticipated improvement. 


Sincerely, 


Peter Spina 

GTR. Real Estate Owned Division 


Attachments 
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QUESTIONS FOR DEPUTY SECRETARY SAUL N. RAMIREZ, JR. 

1) Creation and Implementation of Community Builder Program 

Identify all reports and specific report findings (otlier than your previous testimony in this 
hearing) that identified the need for Community Builder Fellow positions. Identify any finding 
that specifically recommends temporary external Community Builder positions. Specify each 
contractor or entity responsible for each report, the purpose and parameters of each report, the 
offices and officials within HUD responsible for administering each project and reviewing the 
project reports, and the total cost paid for each report. Explain any contributions of Mr. David 
Osborne to recommending the creation of Community Builders, and any compensation that he 
may have received. 

During the course of your testimony you stated that an attorney from the Office of the Inspector 
General crafted and signed off on the legal analysis justifying HUD’s hiring under Schedule A 
authority. Your “note for the record” was in response to the OIG’s testimony about violations of 
personnel rules in the hiring process. This attempt to mislead the Subcommittee by implying that 
an OIG counsel had signed off on the implementation of Schedule A authority is deplorable. 
First, your statement implied that the OIG’s office had signed off on the implementation , of the 
Schedule A hiring, when in fact the OIG’s report clearly asserts hiring irregularities. In fact, 
even the General Counsel’s opinion does not approve in any way of HUD’s implementation of 
the Schedule A authority - - it merely asserts that HUD could use Schedule A authority to hire 
Community Builders. Please provide the Subcommittee with an accurate description of the 
contents of HUD’s General Counsel’s opinion. Also, please explain why HUD failed to mention 
veterans’ preference in advertising the positions and why veterans’ preference was ignored jji the 
selection process. If you choose to argue that veterans’ preference was not ignored, please 
provide the Subcommittee with documents that demonstrate HUD’s compliance with veterans’ 
preference requirements. 

2) Purported Success of Community Builders Program 

You testified that the "Community Builder Program has been a remarkable success," despite the 
criticisms voiced within HUD by its employees and unions, by the HUD Office of Inspector 
General, and by the U.S. Congress (as cited in recent appropriations language). You indicate 
that Community Builders streamline the HUD customer service function by serving as a single 
point of contact. Yet, as shown in our questions to Assistant Secretary Apgar, incidents that 
have come to our attention do not demonstrate the program is working. (See complaint directed 
to Rep. John Shimkus regarding the disposition of FHA housing in Springfield, Illinois.) 
Furthermore, given the continued designation of HUD as an agency "at risk" and the 
unprecedented management and marketing issues facing FHA and other HUD programs, how 
can HUD possibly afford to dedicate hundreds of staff to new external Community Builder 
positions without direct programmatic and oversight responsibilities? 

Despite HUD'S assertions to the contrary, distinguishing external Community Builders from 
Public Trast Officials defies sound management logic. Identify the officials within HUD who 
requested or participated in the solicitation, collection, and dissemination of support letters 
regarding the contributions of the Community Builder Program. Produce copies of any 
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correspondence sent to Community Builders regarding individual Members of Congress who 
either supported or opposed the program, and copies of any advice or guidance to Community 
Builders regarding how to influence Members of Congress. 


3) Consultation With and Approval By the U.S. Office of Personnel Management (OPM) 

You testified that you, "consulted with OPM regarding the process [in hiring Community 
Builders] and they did not object to any part of our plan." In a letter dated July 26, 1999, iiom 
OPM Director Janice R. Lachance to Rep. Joe Scarborough, Chairman of the Subcommittee on 
Civil Service, the OPM Director stated: "Although we established the authority for use by all 
agencies, we must defer to HUD to answer your specific questions on appointing individuals to 
the 'Community Builders' positions." Please identify ail meetings and discussions and the dates 
held or conducted by HUD employees with OPM on this topic, including the names and 
positions of all persons who attended and/or participated, and provide us with all letters, 
summaries, notes, and/or documents produced as a result of each meeting and/or discussion. 

4) Veterans’ Preference. 

You and your department further indicate, in direct contradiction of the HUD OIG report, that all 
veterans' preference requirements were met. According to OPM, HUD was instructed that 
veterans' preferences would apply to the hiring of Community Builders. Please explain in detail 
how the hiring process ensured the full consideration and proper calculation of veterans’ 
preferences for all applicants. Describe the circumstances where any veterans were not hired and 
specify the method used to calculate individual scores. Explain any lack of documentation which 
would have shown full compliance with veterans' preference regulations. 

5) Training of Temporary Community Builder Fellows 

Describe in detail how the decision was made to send temporary Community Builders to Harvard 
University for training. Identify any current or former HUD officials involved in promoting, 
arranging, conducting, or contributing to the training of Community Builders at Harvard 
University, and ftilly explain their individual roles and contributions. Who, if anyone, previously 
associated with the Kennedy School of Harvard University was hired into the program? What 
was the cost of training per individual Community Builder at Harvard University, and the total 
cost for all Community Builders training for HUD? 

6) Selection of New Community Builders 

In your testimony, you indicate that career employees hired the new Community Builders. 
Identify all non-career HUD employees who provided guidance regarding selections to the 
selecting officials, reviewed applications or applicants prior to their final hiring, or otherwise 
was involved in the selection and hiring process. Explain the roles and actions of each in the 
selection and hiring process. 
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7) HUD’s Actions in Dramaticaily Raising Position Grades and Salaries 

Explain in detail HUD’s planning and rationale for the many high graded positions for 
Community Builders, and the increases in grades and salaries of other positions related to these 
changes. Please describe your intentions in elevating these grades, and report on any discussion 
of these positions within HUD’s Partnership Council. Explain in detail how HUD has strictly 
and fully complied with applicable position classification standards. Identify all instances where 
non-career HUD officials have influenced the grade levels assigned to specific Community 
Builders. 
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U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
THE DEPUTY SECRETARY 

WASHINGTON, D.C. 20410-0050 

November 24, 1999 


The Honorable John L. Mica 
Chairman 

Subcommittee on Criminal Justice, Drug Policy and Human Resources 
B-373 Rayburn House Office Building 
Washington, DC 20515 


Dear Chairman Mica: 


I have enclosed responses of the Department of Housing and Urban Development to your 
follow-up questions dated November 10, 1999. One of your questions states that a comment I 
made was an “attempt to mislead the Subcommittee.” Nothing could be further from the truth. 
My comment simply pointed out a troubling inconsistency between the position taken by OIG 
audit staff and that taken by a current OIG attorney. The OIG’s audit report on Community* 
Builders and the testimony of OIG auditors took issue with the legal authority of the Department 
to use Schedule A hiring authority to hire Community Builders. In fact, legal authority for the 
use of Schedule A is the primary issue raised by the audit report regarding the hiring. In his 
testimony before the Committee, the OIG official repeatedly raised this point. HUD’s Office of 
General Counsel evaluated the legality of using Schedule A to hire Community Builders and 
concluded that the Department could do so. In direct response to this criticism, I noted that the 
current Assistant Counsel in the OIG, Anthony DeMarco, helped draft and formally concurred in 
HUD’s legal opinion approving the use of Schedule A authority to hire the Community Builders. 
That HUD legal opinion directly contradicts criticism that appears in the OIG’s audit report and 
testimony. The current OIG Assistant Counsel’s approval of that opinion in his prior capacity as 
an OGC attorney raises legitimate questions about the nature of the OIG’s “second-guessing” of 
HUD on issues of legal interpretation. My comments conveyed this point to the Committee 
accurately and my comments were not misleading. 

In addition, I included the Department’s legal opinion regarding Schedule A authority as 
an attachment to my written testimony and asked that it be made part of the record of the hearing. 
The attachment included Mr. DeMarco’s signature concurring in the opinion. I can think of no 
way to more fully and accurately apprise the Committee of the contents and meaning of the 
opinion than to include it in the record in its entirety. 


I appreciate this opportunity to further elaborate on HUD’s positions regarding the 
Community Builder Program and look forward to working with you and your staff m the future. 


Sincerely, 



S^l N. Ramirez, Jr. ]j 


Enclosures 
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The U.S. Department of Housing and Urban Development’s Responses 
to Questions From Chairman Mica Regarding the Community Builder Program 

1) Creation and Implementation of the Community Builder Program 

Identify all reports and specific report findings (other than your previous testimony in 
this hearing) that identified the need for Community Builder Fellow positions. 

Identify any finding that specifically recommends temporary external Community 
Builder positions. Specify each contractor or entity responsible for each report, the 
purpose and parameters of each report, the offices and officials within HUD 
responsible for administering each project and reviewing the project reports, and the 
total cost paid for each report. 

HUD instituted its 2020 Management Reform Plan and the Community Builder 
Program in order to respond to longstanding criticisms of the management and 
operation of the Department. These criticisms were raised by organizations including 
the General Accounting Office, Office of Inspector General and the National Academy 
of Public Administration. For example, the General Accounting Office placed HUD 
on its high risk list. One of the four weaknesses cited by GAO to justify HUD’s 
inclusion on the high risk list was “overlapping and ill-defined responsibilities.” GAO, 
High Risk Series: Department of Housing and Urban Development . February 1997 at 
17. The Community Builder Program directly addresses this criticism. HUD 
segregated customer service functions from program and monitoring functions and 
vested those separate functions in two different jobs - Community Builders and Public 
Trust Officers. This change has made all of the Department’s jobs more clearly 
defined, more focused and has addressed the problem of overlapping responsibilities. 

The Department’s Office of Inspector General has advocated similar reforms over the 
years. As early as 1994, the Office of Inspector General recommended that HUD’s 
Office of Community Planning and Development (“CPD”) implement changes that 
included changing its role from that ol“program regulator to more of a community 
enabler.” HUD Office of Inspector General, Semiannual Report to the Congress For 
the Period Ending March 3 1. 1994 (“March 1994 Semiannual Report”) at 12-13 
(emphasis in original). The March 1994 Semiannual Report noted that the changes 
that CPD was to implement included “a more holistic approach to address community 
problems” and “providing greater flexibility and support to facilitate locally derived 
strategies and activities.” March 1994 Semiannual Report at 12. The Office of 
Inspector General assessed CPD’s plans and concluded, “Now that the CPD program 
delivery strategy is more clearly defined, management attention needs to be focused on 
timely and effective implementation.” March 1994 Semiannual Report at 13. Of 
course, the Community Builder Program makes the goals of CPD’s 1994 plans 
available for the entire Department. 

In addition, prior to the advent of the Community Builder Program, HUD’s Office of 
Inspector General called for a more precise definition of the “community catalysf ’ role 
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played by HUD staff. HUD Office of Inspector General, Semiannual Report to the 
Congress For the Period Ending September 30, 1995 f“September 1995 Semiannual 
Report”) at 3-4. The Community Builder Program has provided HUD with a more 
precise definition of the community catalyst role. Community Builders have received 
extensive instruction and training related to this role and focus all of their efforts on 
advancing those goals. This change has not only clarified the community catalyst role 
but has removed the ambiguities in the programmatic and monitoring roles played by 
other HUD staff. This has provided a sharper focus for both types of jobs completed 
by HUD staff. 

Another report that pointed out the need for the Community Builder function was 
completed by the National Academy of Public Administration (“NAPA”). NAPA 
completed a thorough review of the Department in 1994 entitled Renewing HUD: A 
Long-Term Agenda for Effective Performance (“NAPA Report”). The NAPA Report 
was mandated by Congress because the Appropriations Committees “were concerned 
about HUD’s ability to carry out its mission efficiently and effectively.” NAPA Report 
at iii. One ofNAPA’s recommendations was that HUD take action to “put 
communities first.” NAPA Report at 20. NAPA stressed the importance of inter- 
program coordination to “provide holistic services to communities” and concluded, 
“HUD must devote adequate resources to working collaboratively with communities if 
it is to become a true partner in the intergovernmental community.” NAPA Report at 
20-21. The Community Builder Program addresses the needs identified by NAPA. 

The NAPA Report cost $931,989.87. HUD’s Office of Policy Development and 
Research coordinated with NAPA on its work and work product for this project. 

Explain any contributions of Mr. David Osborne to recommending the creation of 
Community Builders, and any compensation that he may have received 

David Osborne did not recommend the creation of Community Builders and, therefore, 
did not receive any compensation for such an effort. Mr. Osborne and the Public 
Strategies Group did review HUD’s 2020 Management Reform Plan including the 
Community Builder Program and concluded, “PSG believes that the HUD 2020 plan 
lays out a sound blueprint for reforming the Department and setting it on a path for 
making it a model federal agency for the 21“* century.” 

Please provide the Subcommittee with an accurate description of the contents of 
HUD ’s General Counsel ’s opinion. 

A copy of the General Counsel’s opinion is attached and its language is the most 
complete and accurate description of its contents. Contrary to assertions made by the 
Inspector General in a letter to Chairman Mica, this legal opinion was provided to the 
Office of Inspector General and at no time did the Department deny its existence. As 
noted during the hearing, this legal opinion supports the Department’s contentions 
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regarding the hiring of Community Builders. We have attached a memorandum to 
District Inspector General for Audit Michael Beard addressing this issue. 

Also, please explain why HUD failed to mention veterans’ preference in advertising 
the positions and why veterans’ preference was ignored in the selection process. If 
you choose to argue that veterans’ preference was not ignored, please provide the 
Subcommittee with documents that demonstrate HUD ’s compliance with veterans ’ 
preference requirements. 

HUD did not ignore veterans’ preference in the hiring of Community Builders. 
Applicants who indicated military service were awarded veterans’ preference points. 
There was no requirement for HUD to mention veterans’ preference in the 
announcement for the Community Builder Fellow positions. Our response to question 
number 4 explains in detail how veterans’ preference was applied in the hiring process. 

2) Purported Success of Community Builders Program 

How can HUD possibly afford to dedicate hundreds of staff to new external 
Community Builder positions without direct programmatic and oversight 
responsibilities? 

HUD cannot afford to operate without the Community Builder program. Community 
Builders are crucial to the Department’s success. Community Builders help the 
Department achieve each and every one of its strategic objectives as noted by Ernst & 
Young LLP. Ernst & Young’s finding demonstrates that it is only through the work 
of Community Builders and Public Trust Officers together that HUD will continue to 
improve its management and operations. Ernst & Young found that Community 
Builders advanced the Department’s mission by: 

• Providing increased customer service and responsiveness to community needs and 
requests; 

• Expanding outreach to new and in some cases previously under served partners; 

• Facilitating working partnerships furthering the Department’s mission of providing 
economic development and affordable housing; 

• Utilizing valuable private sector experience and skills to benefit the public sector; 
and 

• Furthering the Department’s strategic objectives. 

Ernst & Young concluded, “These results, along with our understanding of the 
Program and considering the recommendations in this report, support our belief that 
the Community Builder Program may serve as an innovative government model of 
improved customer service for government institutions at all levels.” In fact, one 
HUD customer told Ernst & Young that the Community Builder Program is the most 
significant and innovative model for delivering government programs in over twenty 
years. 
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SWiariy, Andersen Consulting surveyed HUD customers and found that the 
Department was delivering customer service at a level comparable to Baldridge 
Quality Award winners. This was based on a survey of HUD customers indicating 
that they received courteous service (97%), professional service (96%), and accurate 
information (91%). These scores are particularly high for a governmental entity that 
must act in a regulatory as well as a customer service capacity toward its customers. 

In addition. Community Builders allow Public Trust OfBcers to spend 100% of their 
time on programmatic and monitoring functions. If HUD were to return to its 
previous model in which Community Builder duties were shared by numerous 
employees throughout the Department, programmatic and monitoring work would 
receive less attention and would suffer. In sum, the Community Builder program is 
the best way for HUD to achieve every aspect of its mission - including customer 
service as well as programmatic and monitoring goals. 

Identify the officials within HUD who requested or participated in the solicitation, 
collection, and dissemination of support letters regarding the contributions of the 
Community Builder Program. 

Support letters regarding the Community Builder Program have typically been 
received by the Department through three processes: 1) unsolicited letters have been 
received by the Office of Executive Secretariat; 2) unsolicited letters also have been 
received in many ofHUD’s 81 Field Offices; and 3) in response to a request by 
Senator John Kerry, Field Office personnel have solicited feedback from HUD 
customers which have sometimes taken the form of letters. 

All correspondence addressed to the Secretary or Deputy Secretary is received by the 
Office of Executive Secretariat (“Exec, Sec.”), logged for tracking purposes, and then 
dispersed to the appropriate HUD office for handling and response. Correspondence 
relating to the Community Builder Program was assigned to the Office of Field Policy 
and Management (“FPhf ’) for handling and, where appropriate, response. Overall, the 
receipt, handling and disposition of these unsolicited support letters regarding the 
Community Builder Program involved approximately 23 employees in Exec. Sec. and 
approximately 12 employees in FPM. 

In addition, unsolicited support letters regarding the Community Builder Program 
were received and processed by HUD field offices and copies were forwarded to FPM. 
At the local level, these letters were handled by HUD employees. In all, these 
unsolicited support letters may have been collected and compiled by as many as 100 or 
more HUD employees in field offices and HUD headquarters. 

Moreover, Senator John Kerry requested that HUD seek feedback from its customers 
regarding the work of Community Builders. In order to respond to Senator Kerry’s 
request, HUD Field Office personnel contacted - and received letters from -a number 
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of HUD customers and clients (such as cities, housing authorities, and non-profit 
organizations) who had worked with Community Builders. These customers and 
clients were asked to provide information, comment on, or validate the activities of the 
Community Builders in their communities. These letters were received by HUD field 
offices and forwarded to FPM in the same manner as the unsolicited letters. This 
effort to respond to Senator Kerry’s request involved hundreds of HUD employees. 

FPM staff as well as the National Community Builders office - a total of 
approximately 20 employees - compiled all of the support letters regarding the 
Community Builder Program. Through the efforts of these two offices as well as 
HUD’s print shop and the Department’s Office of Congressional and 
Intergovernmental Relations, many of these letters were then disseminated to 
interested Members of Congress and their staffs. 

Produce copies of any correspondence sent to Community Builders regarding 
individual members of Congress who either supported or opposed the program, and 
copies of any advice or guidance to Community Builders regarding haw to influence 
Members of Congress. 

We have attached documents responsive to this request. 

3) Consultation With and Approval By the U.S. Oflice of Personnel Management 
(OPM) 

Please identify all meetings and discussions and the dates held or conducted by HUD 
employees with OPM on this topic, including the names and positions of all persons 
who attended and/or participated, and provide us with all letters, summaries, notes, 
and/or documents produced as a result of each meeting and/or discussion. 

HUD staff first met with OPM regarding the hiring of Community Builders on October 
31, 1997, An attendance list from this meeting is attached. The October 31, 1997 
meeting followed discussions between HUD’s Deputy Secretary Dwight Robinson and 
the Director-Designate of OPM Janice Lachance. HUD staff next met with OPM on 
May 15, 1998. A list of attendees and notes from this meeting are attached. The May 
15, 1998 meeting covered the hiring of Community Builders, the use of Schedule A 
hiring authority and the application of veterans’ preference. The attached August 27, 
1998 memorandum from HUD’s Acting Deputy Director of Human Resources Sandi 
Chavis memorializes instructions to individuals evaluating Community Builder 
applications, Ms. Chavis’ memorandum is based upon the conversations with OPM 
staff that occurred on May 15, 1998 and includes discussion of the application of 
veterans’ preference. 
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4) Veterans’ Preference 

Please explain in detail how the hiring process ensured the full consideration and 
proper calculation of veterans ’preferences for all applicants. Describe the 
circumstances where any veterans were not hired and specify the method used to 
calculate individual scores. Explain any lack of documentation which would have 
shown full compliance with veterans ’preference regulations. 

HUD applied veterans’ preference, consistent with relevant regulations and 0PM 
guidance, as follows: 

• The Department evaluated all applications to determine minimally qualified 
candidates. Those candidates who were determined minimally qualified were 
further evaluated against established criteria and assigned a score to determine 
highly qualified candidates. 

• Veteran applicants who were determined to be minimally qualified were evaluated 
against the same criteria as other minimally qualified applicants and assigned a 
score. However, additional points were added to the scores of veterans. Points 
awarded were as follows: 10 points for disabled veterans; 10 points for recipients 
of the Purple Heart; 10 points for widow/widower or mother of a deceased 
veteran; 10 points for spouse or mother of a disabled veteran; and 5 points for all 
other veterans eligible for preference. A determination of highly qualified was not 
made until after the Department added veterans’ preference points to the qualified 
veteran candidate’s score. We have attached a sampling of the evaluation forms 
that were completed for qualified veteran candidates, which demonstrate that 
veterans’ preference was applied. Please note that these forms and the applicant 
lists produced in response to this question are covered by the Privacy Act. We 
request that these materials receive confidential treatment by your office. 

• Applicants who met the highly qualified cut-off score went to the next phase of the 
selection process. During this phase, highly qualified applicants were rated against 
additional criteria and assigned another score. The top 5 candidates for each 
position allocation were identified and they moved on for further scoring during 
the interview process. Candidates who were not among the top 5 candidates for 
each position allocation were not interviewed. We have attached a list of veteran 
candidates who were not among the top 5 candidates for a position. 

• The rating and interview scores of each of the remaining candidates were then 
combined and a cutoff score was established to determine the best qualified 
candidates. The best qualified candidates were referred to the selecting official. 
Any candidate who was not determined best qualified was not referred to the 
selecting official. We have attached a list of veteran candidates who did not meet 
the best qualified cutoff score. 
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• The hiring process for Community Builder Specialists was completed separate 
from the process for other Community Builders. Applicants who applied for 
Community Builder Specialist positions did not receive any scores. Hiring panels 
of career employees reviewed all applications against established criteria to 
determine the candidates who would be referred to the selecting official. Any 
candidate who did not meet the criteria was not referred to the selecting official. 
Veteran candidates that met the criteria were placed on the selection list ahead of 
all non-veteran candidates. We have attached a sample of a selection list that was 
referred to the selecting official demonstrating tliat veterans were placed at the top 
of the list and the corresponding list of applicants who were not referred to the 
selecting official. 

As described above, there were veterans and non-veterans who were eliminated from 
consideration at each stage of the hiring process. Each decision regarding the 
evaluation, scoring and selection of individual applicants was made by a career HUD 
employee or a pane! of career HUD employees. 

5) Training of Temporary Community Builder Fellows 

Describe in detail haw the decision was made to send temporary Community Builders 
to Harvard University for training. 

Before providing you with the Department’s reasoning for training Community 
Builders at Harvard it should be recognized that all Community Builders - not just the 
“temporary” Community Builders - have been trained at Harvard University’s 
Kennedy School of Government. The Department also is sending some of its public 
trust officers to the Kennedy School for intensive training. 

In the Spring of 1997, HUD began to develop a comprehensive plan to train the 
Community Builders. The trsuning program consists of three components: an 
orientation program conducted by HUD, the program at the Kennedy School of 
Government, and community context training provided locally. The Kennedy School 
training provides the participants with a sophisticated appreciation of the historical, 
social, economic and political factors that create the context for community 
development work in America’s cities. 

Prior to deciding to send Community Builders to the Kennedy School, HUD reviewed 
programs offered by various universities. In order to make the program operational 
and provide needed training expeditiously, HUD decided that it should utilize an 
existing university program rather than having an institution customize a 
comprehensive program for Community Builders, After researching existing 
university programs including those at universities with which HUD had pre-existing 
programs (such as Yale University, the University of Maryland, Portland State 
University, and DePaul University), HUD determined that the curriculum available 
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through the Kennedy School would best suit its needs. The program chosen is the 
“Program for Leaders in Community Development” offered by the Kennedy School. 

Identify any current or former HUD officials involved in promoting, arranging, 
conducting, or contributing to the training of Community Builders at Harvard 
University, and fully explain their individual roles and contributions. 

The training was carried out by the Kennedy School of Government at Harvard 
University. HUD officials did not promote, conduct or contribute to the training. The 
Department did work with the Kermedy School to arrange the training. This effort 
involved HUD’s Traning Academy (“HTA”), the Office of the Chief Financial Officer, 
and the Office of Field Policy and Management. The Office of the Chief Financial 
Officer put money into the HTA training budget and the HTA reserved funds to cover 
the costs of the training. HTA staff contacted the Kennedy School to determine the 
dates available for the training, FPM prepared participant lists and HTA staff sent 
participants information about the program as well as guidance for obtaining travel 
authorization. 

Who, if anyone, previously associated with the Kennedy School of Harvard University 
was hired into the program? 

The Department is not aware of anyone who previously worked for the Kermedy 
School of Government who was hired into the Community Builder Program. 

What was the cost of training per individual Community Builder at Harvard 
University, and the total cost for all Community Builders training for HUD? 

The average cost of training at Harvard University is $5,256 for tuition and $586 for 
travel per Community Builder. On August 6, 1999, the Department provided 
Congressman Mica’s office wifh figures representing the total estimated obligations 
for all Community Builder training in fiscal years 1998 and 1999. Those figures 
totaled $9,672,227. The actual expenditures to date have been less than the estimated 
obligations. The Department to date has expended $5,161,785 on Community Builder 
training and related travel. This figure includes Community Builder training at four 
different universities and HUD orientation and training programs. 

6 ) Selection of New Community Builders 

Identify all non-career HUD employees who provided guidance regarding selections 
to the selecting officials, reviewed applications or applicants prior to their final 
hiring, or otherwise was involved in the selection and hiring process. Explain the 
roles and actions of each in the selection arui hiring process. 

All Community Builders were selected by individual career employees or panels 
composed entirely of career employees. No non-career employees provided guidance 
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regarding an individual selection to the selecting ofBcials. Specifically, no non-career 
employees reviewed applications, interviewed applicants or were otherwise involved in 
selecting which applicants were hired as Community Builders. 

7) HUD’s Actions in Dramatically Raising Position Grades and Salaries 

Explain in detail HUD ’s planning and rationale for the many high graded positions 
for Community Builders, and the increases in grades and salaries of other positions 
related to these changes. Please describe your intentions in elevating these grades, 
and report an any discussion of these positions within HUD ’s Partnership Council. 
Explain in detail haw HUD has strictly and fully complied with applicable position 
classification standards. Identify all instances where non-career HUD officials have 
influenced the grade levels assigned to specific Community Builders. 

Under HUD 2020, the Department made a clear distinction between community 
empowerment and ensuring the public trust. The Community Builder provides direct 
customer service to address real community needs. The work of the Community 
Builders is guided by the Department’s focus on community consulting and 
collaboration, community-focused planning, and fostering neighborhood-based 
empowering partnerships. They build local capacity for problem solving, and facilitate 
the development of comprehensive and integrated service strategies within the 
communities and at HUD. 

These tasks are important and demand initiative, judgment and planning by 
Community Builders to achieve success. Accordingly, the Department weighed the 
duties, responsibilities and demands of the positions against Office of Personnel 
Management classification principles and determined that Community Builders should 
be classified at GS-13 through 15 levels. This determination was made by career 
employees in HUD’s Office of Human Resources. Non-career ofBcials did not 
influence the grade levels assigned to any specific Community Builders. 

During the implementation of HUD 2020, the Department also recognized the need 
for a cadre of experienced and capable staff to restore the public trust in HUD’s ability 
to efficiently manage and allocate its resources. New positions with the job title of 
Public Trust Officer (“PTO”) were created to develop a cadre of leaders and experts in 
each major program office who will be responsible for the most complex program 
monitoring, compliance and administrative oversight responsibilities. Moreover, this 
cadre will serve to develop and mentor employees throughout the Department in the 
skills and characteristics necessary to carry out the public trust function. 

fn order to determine grade levels, the Department weighed the duties, responsibilities 
and demands of the positions against Office of Personnel Management classification 
principles and determined that PTOs should be classified at the GS-13 through 15 
levels. This deteimination was made by career employees in HUD’s Office of Human 
Resources. 


9 
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The HUD Partnership Council was advised of the development and recruitment of 
PTO positions, and was invited to provide comment and recommendations. 


10 
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’ ' Secretary Andrew Cuomo 

' 10/18/99 12:31 PM 

To: Carolyn Federoff/OGC/BOS/HUD@HUD 

cc; 

Subject: 

Last Friday, the Senate voted on and passed the KUD/VA 
appropriations bill, following Thursday's passage by the House. 
While the President must still sign it, this bill is a major 
victory for this Department, its employees, and most importantly, 
for the people we serve. 

As you know, these last few weeks have been anxious and difficult 
as members of Congress debated and conferees met to negotiate the 
bill. For the first time in HUD's history, the President 
issued a "veto-threat" to any bill brought to him that did not 
go far enough to meet our priorities for housing. I believe that 
this historic strong stance reflects the strides that we have 
made and the new confidence the White House has in this 
Department and its ability to carry forth its mission. What's 
more, the veto threat worked: we got a bill! 

HUD'S historic FY 2000 budget contains the following key 
provisions : 

60,000 new Section 8 vouchers - an important step forward from 
the House and Senate budget proposals which contained no funds 
for expans.ion of this vital assistance to more of America's 
struggling families. Last year, which was a good budget, 
achieved 50,000 vouchers. This year we out-did ourselves. 

Increase in funds for public housing and special needs - 
including $3.1 billion for modernization of public housing 
operating assistance; a $45 million increase for HUD's homeless 
assistance and prevention programs; and a $7 million increase for 
HOPWA. 

Funding for 2nd round of Empowerment Zones - providing a $70 
million investment that builds on the experience of the program's 
successful first round which has resulted in more than $8 billion 
in privare-sector investments in designated communities and 
unprecedented public -private partnerships around the country. 
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New investment in job growth with $20 million for President 
Clinton's and Vice President Gore's America'' s Private Investment 
Companies (APIG) initiative - a bold new vehicle for expanding 
the availability of investment capital in distressed areas, both 
urban and rural . 

Restoration of critical S & E (Salaries and Expenses) funds and 
recognition of importance of the Community Builder Function - 
Congressionally proposed reductions in staff S 5: E and the 
Community Builder program were reversed, with a restoration of 
$20 million in salaries and expenses. Initial suggestions to 
eliminate the Community Builder function, and politically 
motivated criticism, backfired and we actually gained more than 
we could have hoped. We will now be able to make the program and 
function permanent. Congress did not like the temporary nature 
of the Fellowship portion of the Community Builder program, which 
will not be continued after September 1, 2000 (the end of the 
first class) . But, I am extremely pleased that Community 
Builders will become a permanent part of the Department's 
organization -- which is more important and a big net gain. All 
current employees - CBs, Fellows and PTOs - as well as 
individuals outside the Department will have the opportunity to 
compete for these positions to be filled prior to September 1, 
2000 . 

The final budget agreement reflects the renewed importance placed 
upon affordable housing and economic development, and the 
recognition that efforts to restore confidence in the Department 
are working.* Our HUD 2020 reforms have triumphed - this budget 
victory is clear affirmation by the President and Congress that 
we are on our way. 

I know these past few weeks have been difficult. Every operation 
worked tirelessly and in coordination. We fought the good fight 
and won! 


Let us go forward together as one HUD; different players 
covering different positions/ but in the end, one team, with one 
goal and one destiny. I am proud and heartened by what we have 
done. And the best is yet to come. 
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MEMORANDUM 


TO: Members, Subcommittee on Criminal Justice, Drug Policy and Human Resources 

FROM: John L. Mica, Chairman 

DATE: October 29, 1999 

RE: Changes at HUD: Promoting Home Ownership or Agency Image? 


On Wednesday, November 3, at 10:00 a.m., in room 2154 Rayburn HOB, the Subcommittee on 
Criminal Justice, Drug Policy and Human Resources will hold a hearing to discuss recent 
developments and management practices at the Department of Housing and Urban Development 
(HUD). The hearing will examine the Federal Housing Authority (FHA) Single-Family Property 
Disposition Program's recent implementation of its Management and Marketing (M&M) program. In 
addition, the hearing will examine the effectiveness of the Community Builders program recently 
initiated by HUD to "empower America's people and local governments to take the leading role in 
improving lives and strengthening communities.”' Questions have been raised as to HUD's funding, 
management and oversight of the M&M program and the Community Builders initiative. 

RECENT FHA DEVELOPMENTS 

HUD’s Federal Housing Administration has the largest real estate portfolio and operation in the 
United States. Its Single Family Mortgage Insurance Program is designed to help low and moderate 
income families become homeowners by reducing their downpayments and by limiting the fees which 
their lender can charge them. Currently, FHA is insuring about seven million loans totaling over $400 
billion. Each year thousands of borrowers default on their FHA insured loans. In Fiscal Year 1998, 
FHA paid more than 76,000 claims valued at approximately S5.8 billion and had about 42,300 
properties in its inventory with a value of about $3.5 billion. 

Real Estate Asset Management (REAM) 

In March 1997, as part of HUD's 2020 Management Reform Plan, FHA issued its 2020 Field 
Consolidation Plan with the intention of improving property disposition. The 1993 National 
Performance Review recommended that HUD “outsource” its property disposition function. 
Consequently, FHA contracted out many of its property program functions to contractors under a new 
program. Real Estate Asset Management (REAM). Under REAM, a contractor's job was (1) to inspect 
and secure properties, (2) report the properties’ condition to FHA, (3) notify interested parties of 
HUD’s ownership of the property, (4) perform needed exterior and interior maintenance, and (5) ensure 


June 26, 1997 HUD press release 
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the properties were free of debris and hazardous conditions. According to audits and reviews, FHA’s 
controls for monitoring and assessing the performance of REAM contracts were inadequate. A March 
1998 GAO report indicates that because of problems with the REAM contracts, property inventory 
went up 71% from September 30, 1996 to February 28,1999. Additionally, property sales. to 
homeowners declined and processing delays caused tiie properties to stay in inventory longer. This 
increased property holding costs and vandalism, with a resultant decline in the properties’ value. 

Management and Marketing Program replaces REAM 

In responding to these problems, FHA created its Maiwgement and Marketing Program (M&M). On 
March 29, 1999, sixteen M&M contracts were awarded to seven contractors: Citiwest Properties, First 
Preston, Golden Feather, Intown Management Group, Michaelson, Connor, PEMCO Ltd. and 
Southeast Alliance -- with a 5-year value of $927 million. These companies were to manage property 
dispositions, including acquisitions, maintenance, mariceting and sales. In an attempt to reduce holding 
costs and optimize the properties’ sales price, FHA has established sales goals for the M&M program 
of selling a property within 150 days, at 98% of its appraised value. 

FHA’s Management and Marketing Program has been criticized by community activists and by 
HUD's Inspector General. One problem is the fees which are paid to the contractors. These fees are 
determined by a formula and cover such contractor services as appraisals, debris removal and 
advertising. While there are some property repair costs that are reimbursable with FHA’s prior 
approval, it is claimed that such approval is rarely given as FHA prefers to sell the properties “as is”, 
without the repairs having been made. FHA’s reluctance to make repairs has put some properties on 
the market at an appraised value below what would otherwise have commanded. Because HUD and the 
contractors seek to sell properties as quickly as possible, contractors are not encouraged and seldom 
authorized to make repairs even though doing so would bring up the properties’ value. The reduced 
value of the damaged property has the negative effect of dragging down the value of the neighborhood 
and creating ill will among other property owners. 

Issues with Management and Marketing 

A particularly troublesome HUD contract involves Intown Management Group ("Intown"). Intown, 
an Atlanta based company, won contracts to manage properties in 21 states and the District of 
Columbia with almost 25,000 properties in its inventory. An issue exists as to whether the contract 
awarded to Intown was adequately evaluated. Other contracting issues include failures in providing 
adequate contract controls and the failure to follow 0MB Circular A-76 in studying costs and benefits. 

During the period April through August 1999, Intown’s performance in reducing its property 
inventory was significantly worse than those of the other six contractors and the inventory increased by 
91%. Intown sold only 2.8% of its properties and because contractors receive 30% of their fees when 
the properties are listed and the remaining 70% when they are sold, Intown found itself in a financial 
bind. In response to Intown’s demonstrated lack of ability in meeting its contractual obligations, HUD 
terminated Intown’s contract on September 23,1999. Unfortunately, that was too late to protect the 
subcontractors Intown had hired to maintain and protect the properties. To protect themselves 
financially, these subcontractors have had to file liens against properties on which they worked. As a 
result, many homebuyers are reluctant and unable to close on the properties while the liens are in 
effect. This has resulted in the homebuyer frustrations and legal problems because of liens. 
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COMMUNITY BUILDERS PROGRAM 

On June 26, 1997, HUD announced a new "Commimity Builder" initiative. According to 
HUD, Community Buildem were ercated because HUD field office employees were expected to be 
facilitators as well as monitors. HUD decide to divide the two functions into Community Builders and 
Public Trust Officers. Community Builder positions wese to serve as initial points of contact for local 
officials, links between HUD programs and locals, and promoters of community development. Public 
Trust Officers were responsible for program monitoring, complimice and enforcement. 

In the fall of 1997, HUD hired 361 career employees as Community Builders (often referred to 
as "internal Community Builders"). In the spring of 1998, HUD aimounced 460 temporary 
Community Builds- Fellows (often referred to as "external Community Builders", some designated as 
Community Builder specialists). HUD relied upon "Schedule A" hiring authority in filling the 
temporary positions. As of July 26, 1 999, HUD reported 778 Community Builders. The new 
Community Builder Fellows came from a variety of backgrounds - previous career HUD employees, 
community activists, local elected officials, recent college gradu^es, and others. 

A recent HUD Inspector General Report on the Community Builder program issued on 
September 30, 1999 raised a number of concerns about the Community Builder initiative, including the 
selection and hiring practices used. Among the concerns are 1) differences in pay between the career 
HUD staff and the Community Builders, 2) issues associated with references to the Community 
Builders as the "best and the brightest," 3) the viewpoint from some HUD career staff that new 
Community Builder Fellows have not added value, 4) a perceived lack of knowledge by Community 
Builder Fellows of HUD programs, 5) the expenses of training provided to these temporary employees 
at Harvard University, 6) the absence of clearly defined roles and responsibilities of Community 
Builders, 7) the specialized communication channels created for Community Builders, and 8) the surge 
of Community Builder hiring at a time of Department-wide downsizing.^ 

The HUD Community Builder program has received considerable congressional attention in 
recent months. On September 16, 1999 the Senate Appropriations Committee reported: 

”The Committee is very disappoihted in the growth of the Community Builders 
program, from a fledgling thought to a full-blown program of some 800 stajf, 
including a new class of 400 high-paid contract employees whose primary job is 
to communicate HUD programs to local governments' and communities. 
Unfortunately, there is no valid evidence that these commtmity builders are 
communicating HUD programs effectively or providing a link for the delivery of 
program services, and much of the activity seems to be primarily for public 
relations. In many cases, the Community Builders do not appear to act like HUD 
staff but instead seemingly act in the capacity of lobbyists for a particular 
community or group. The Committee also is concerned that the growth of this 
program is occurring at a time when HUD is committed to reducing career staff 
from the current le%>ei of 9,$00 to 7,500 in 2002.’* 

The conference report on HUD appropriations contained the following: 

"The conferees are aware of a number of significant concerns with HUD’s 
external Community Builders program. Most importantly, the conferees believe 
that HUD must rebuild itself from within, from staff that are committed to HUD's 


^HUD Inspector General audit, "Nationwide Audit of Community Builders," September 30, 1999 
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long-term future and the federal investment in local communities and 
neighborhoods. Ther^ore, the conferees ai'e terminating the external Community 
Builders program effective September 1. 2000 (rather the February 1. 2000. as 
proposed by the Senate). The conferees expect that, following the termination of 
the program, functions now being performed by external Community Builders will 
be carried out by career civil servants, and that FTEs now occupied by external 
Community Builders will be filled instead by regular civil service employees... 

In addition, the conferees remain concerned with potential problems with 
conflicts of interest in the Community Builders program, and direct HUD to 
establish clear rules to avoid any appearance of self-interest. In particular, there 
should be a bright line test prohibiting any Community Builder from being 
involved in any HUD transaction in which that person has a fiduciary interest or 
has had an employer/employee relationship with the entities involved in the 
transaction. " 

REFERENCES 

• HUD Inspector General Audit Report: Single Family Property Disposition Program 

Issue Date: September 17, 1999 

Audit Case Number: 99-AT-123-0001 

• HUD Inspector General Audit Report; Follow-up of HUD Contracting 

Issue Date: September 30, 1999 
Audit Case Number: 99-PH-l 63-0002 

• HUD Inspector General Audit Report: Nationwide Audit on Community Builders 

Issue Date; September 30, 1999 

Audit Case Number: 99-FW-l 77-0002 


WITNESSES 

The following witnesses will testify or have been invited to testify before the Subcommittee. 

HUD Program Participant 
HUD Employee 

Ms. Kathy Kiihl-Inclan, Assistant IG for Audit, Dept, of Housing and Urban Development 
Mr. D. Michael Beard, Texas District IG for Audit, Dept, of Housing and Urban Development 
The Honorable Saul Ramirez, Deputy Secretary, Dept, of Housing and Urban Development 
The Honorable William Apgar, Asst Sec. for Housing, Dept, of Housing and Urban Development 

STAFF CONTACT 

If you have any questions, please contact Sharon Pinkerton, Staff Director, or Frank Edrington, 
Counsel, at (202) 225-2577. 
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